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THE BANKER 
A Banker’s Diary 
Mid-January—Mid-February 


DURING the past weeks the dominating factors in the 
money market have been the collection of revenue and 
the redemption of Treasury bills. As we 
hinted a month ago the reduction in tender 
issues of Treasury bills has not been so 
rapid as was the case a year ago. Between 
December 31 and February 16 net rede ‘mMp- 
tions of tender issues of Treasury bills amounted to 
£478 millions, entailing a reduction in tender issues 
from £449°6 to £401°8 millions. Simultaneously other 
issues Of Treasury bills have been reduced from {450-1 
to {410-2 millions, or by £39-9 millions. During the 
same period in 1934 tender issues were reduced from 
£597°3 to £516-1 millions, but tap issues increased 
fractionally from £341-7 to £342-0 millions, so that this 
vear the redemption of Treasury bills is being well 
spread over both tender and other issues. Even so, 
tender issues have fallen to the relatively low figure of 
{401-8 millions, and rates during February have been 
under } per cent. These low rates leave the discount 
market. under no incentive to apply for or to hold bills, 
and in consequence the demand for money beyond the 
regular clearing bank fixtures has been very limited. 
Outside money has been nominally on offer at }—} per 
cent., but bill-brokers have often preferred to sell bills 
instead of borrowing fresh money. The banks have been 
moderate buyers of Treasury bills of all maturities. The 
French buying, which had become noticeable in January 
as the result of the wide discount on the forward franc, 
has since subsided. 
WHEN the clearing banks agreed at the beginning of 
December to reduce their loan rates to the money market 
from 1 to § per cent. for loans against 
: Treasury bills or other bills eligible for 
Clearing rediscount at the Bank of England, it 
——— was generally understood that this con- 
cession was to take effect for an experi- 
mental period of three months. Hence 
early in February there was a general expectation that 
the clearing banks would issue a statement announcing 
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their policy for the future. It has now become apparent 
that a slight misconception had arisen in the discount 
market, for the clearing banks were intended to reconsider 
the position at the end of three months, but only implied 
that no alteration would be made before that period 
had expired. Up to the middle of February the clearing 
banks had made no announcement of any change, but 
on February 22 they announced that they had agreed 
not to purchase or tender for Treasury bills at a rate of 
less than 4 per cent. This course of action was much 
preferable to that of a further reduction in rates for call 
andshort loans. They are already no higher than London 
deposit rates and further concessions might only depress 
discount rates below their present farcical level. It is in- 
deed arguable that the policy of cheap money has been 
carried too far, and that the next move should be in the 
direction of a stiffening of discount rates. This is an 
additional argument in favour of the clearing banks’ new 
agreement. 


THE Foreign Exchange Market has been dominated, 
first by the impending gold clause judgment in the 
United States, and later by political and 

The financial uncertainty which arose in London 
Foreign and which gave rise to some foreign selling 
Exchanges of British securities. Until well into 
February French interests remained con- 

vinced that if the gold clause decision was adverse to the 
American Government, an appreciation of the dollar in 
terms of gold was inevitable, and continued foreign 
purchases of dollars were made. As February progressed, 
however, different counsels began to prevail, and some 
liquidation of the open bull position in dollars is believed 
to have taken place. Nevertheless, there has been 
steady pressure in favour of the dollar, which has had to 
be counteracted by sustained action on the part of the 
American authorities, acting through the Administra- 
tion’s stabilisation fund. The heavy American gold 
purchases in London and other centres, which during 
the fortnight ended February 7 amounted to over $100 
millions, are believed to have been made largely by the 
American authorities. The pressure, however, has lately 
relaxed, and the Paris-New York cross rate, which at 
one time had risen as high as Frs. 15.50 has since returned 
R 
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to Frs. 15.16, or to within the gold export point. Simul- 
taneously the discrepancy of the London gold price 
below the dollar parity price has also disappeared, so 
that it has ceased to be profitable to ship gold to New 
York from either London or Paris. In the second week 
of February rumours of political and financial difficulties 
in England stimulated a sudden bout of foreign and other 
selling on the London Stock Exchange, coupled with 
some efflux of funds from London. Asa result the British 
Control had to interfere and sell francs for sterling and 
at one time both the British and American authorities 
were official buyers of sterling. This pressure on the 
pound only proved shortlived, for confidence revived 
within a few days, but the episode was sufficient to show 
that the exchanges are still susceptible to movements of 
funds inspired by fluctuations in confidence. Actual 
changes in rates were very limited, largely because of 
official intervention, but between January 24 and Feb- 
ruary 16 the pound had fallen from $4-88? to $4-873 
and from Frs. 748 to Frs. 73. Three months’ dollars have 
also changed from par to a premium of 4 per cent., 
but three months’ francs remain at the wide discount of 
about 36 centimes. It appears, therefore, that on 
the long view better confidence is felt in sterling than in 
the franc. Gold bloc currencies in general have remained 
relatively weak. The discount on three months’ guilders 
has widened from 1} to 1? cents discount, while the lira 
still requires official support in Paris. The American 
gold clause judgment was handed down on February 18. 
By a narrow majority the judgment was in favour of the 
Government, and as a result the spot New York rate 
weakened to $4-88%. The narrowness of this movement 
showed that the bull position in dollars had been largely 
liquidated, and little disturbance was caused by the 
judgment in the London foreign exchange market. 


THE publication of a list of shareholders in a company 
whose difficulties have aroused widespread attention has 
apparently given rise to some misconception 

PP oe as to the significance of shares held by bank 
Companies 2O™Mineecompanies. Every bank possesses to- 
day a numberof nomineecompanies attached 

either to head officeor to certain important branches. The 
companies exist primarily for the benefit of the bank's 
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customers, and in no case are the investments which 
form part of a bank’s own assets ever registered in the 
name of that bank’s nominee companies. The main 
purpose of a nominee company is to hold shares on behalf 
of a bank’s customers who may be travelling abroad. 
It is obviously impracticable for such customers to sign 
transfer forms or other documents arising out of the 
purchase and sale of securities, and to get over this 
difficulty the bank, acting under its customers’ instruc- 
tions, buys and sells securities on their behalf, and places 
their securities in the name of its nominee company. 
Stock lodged as collateral to Stock Exchange loans is 
also transferred in the name of the bank’s nominee 
company, and the same procedure is often followed in 
the case of collateral to ordinary loans. It is not the 
custom for a bank to accept partly paid shares for 
registration in the name of its nominee company. This 
system fills a very real need, for in many ways it is better 
for a customer to employ his banker rather than to appoint 
an agent or friend to act under power of attorney. It 
can, however, have the defect that the real holders of 
shares remain hidden behind the bank’s nominee com- 
panies and in this way the system is subject to abuse. 
It has, therefore, been suggested that the public should 
have some access to the names concealed by bank 
nominee companies’ holdings, just as they have access 
to share registers at Somerset House. This, however, 
would be a serious breach in the normal confidential 
relations between banker and customer, and it would be 
difficult to justify such a breach unless solicitors, trustees 
and agents acting under power of attorney had to make a 
similar disclosure. This proves the impracticability of this 
proposal. The real answer is that any system of conveni- 
ence is open to abuse. Theremedy is not to abolish the 
system, but to try and prevent abuses from arising. 


THE January returns of the ten clearing banks are not easy 
to interpret, for several of the banks have apparently 
January transferred from investments to discounts 
Clearing their holdings of 3 per cent. Treasury bonds 
Bank called for repayment on April 15. Strictly 
Averages speaking this transfer was justified, for the 
bonds have now less than three months to run; but it 
R2 
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renders it very difficult both to interpret changes in the 
clearing banks’ position and the relation of their discounts 
to the number of Treasury bills outstanding. Superficially 
discounts have risen between December and January 
from {254-9 to £284-1 millions, while investments have 
fallen from £594°3 to £593°4 millions, but in reality 
it looks as if there had been a fairly large increase in 
investments. Advances have fallen fractionally from 
£753°5 to £752-8 millions, while redemption of Treasury 
bills is reflected in the sharp drop from {150-6 to £137°3 
millions in call and short loans. The return of Christmas 
currency from circulation explains the increase in the 
banks’ cash from {215-9 to £224-9 millions, while the 
decline in the rate of circulation of cheques due to the 
termination of Christmas trade explains the drop from 
£54:7 to £46°3 millions in balances with other banks 
and cheques in course of collection. Primarily as a result 
of the increase of {28-3 millions in discounts and invest- 
ments taken together, deposits have risen from £1,970°8 


to £1,982-1 millions. The usual experience at this time 
of year is for tax collection to bring about a fall in 
deposits, but this year this movement has been more 
than neutralised by the increase of the banks’ earning 
assets. 


THE January overseas trade returns are, on the whole, 
satisfactory, and came as a welcome offset to the increase 
in unemployment which was announced 
ey a few days before. Imports have declined 
Trade Simce a year ago, and raw material imports 
in particular have fallen from {21-3 to 
£19:7 millions. Still, the January, 1935, figure is higher 
than the return of £18-6 millions in December, 1934. 
British exports record a consistent improvement and 
are £3°9 millions higher than a year ago :— 

Jan., 1934 Dec., 1934 Jan., 1935 

£ mill. £ mill. £ mill. 

Imports _ bi _ 64°6 63°3 61-9 
Exports an eas ica 31°6 34°3 35°5 
Re-exports ... aie _ 4°1 3°6 5°0 
Total exports ve one 35°7 37°9 40°5 


The main doubt aroused by the returns is that exports, 
which are the most satisfactory, are only evidence of com- 
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pleted production. Raw material imports, which are the 
forerunners of future manufacture, are below last year’s 
level. It has been apparent for some time past that the 
rate of progress in our internal trade has been gradually 
slowing down, but there is as yet no evidence that 
progress has altogether ceased or that the trade curve 
is turning downwards. 


As had been generally anticipated, the recent meetings 
between the German authorities and representatives of 
The the Foreign Bank Creditors of Germany 
German to negotiate a new standstill agreement, 
Standstill have had no untoward results, and a new 
Agreement agreement has been duly reached. Certain 
concessions were made on both sides. The meeting took 
note of the future deterioration in Germany’s economic 
position, the reduction in Germany’s supply of free 
foreign exchange caused by the growth in the number of 
clearing agreements between Germany and other countries 
and the gradual liquidation through their conversion 
into registered marks of the amounts due to foreign 
bank creditors of Germany. As a result it has been 
agreed that creditors may cancel any credit line or 
part of a credit line which has been continuously unused 
for two years up to an amount not exceeding 50 per cent. 
of the amount now unused; that German debtors shall 
only use unavailed credit lines for drawing bills relating 
to international trade, and shall not draw bills for 
business which can be more appropriately financed by 
inland credits; that such bills must be covered in cash 
on maturity; that the creditor banks be recommended 
to allow the repetition of the temporary expedient of 
permitting renewal bills to be drawn once to cover the 
maturity of import bills drawn against unavailed credit 
lines; that the Reichsbank be given the right to postpone 
the provision of foreign exchange in the case of certain 
commitment credits and direct credits where the bills 
have been renewed continuously for at least one year; 
that a reduction of interest rates be recommended, 
amounting to 4 per cent. on all global and maximum 
interest rates with the exception of cash advances to 
banks where the reduction is limited to } per cent.; 
and that the maximum acceptance commission upon 
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credits granted to industrial and commercial firms be 
reduced from 3 to 2 per cent. per annum. In view of 
the special conditions existing in Switzerland the Swiss 
banks are not to be invited to agree to such reduction. 


The Socialists and the 
Bank of England 


Sher: crisis of 1931 inevitably focussed public 
attention upon the Bank of England, and even 
during the election campaign of that year the 
Labour Party sought to portray the Governor of the 
Bank as the chief enemy. In the result, the electors 
showed that they could take such a campaign at its 
face value, and the Labour Party received the most 
crushing defeat of its entire history. Subsequent 
developments have shown that they have never for- 
given the Bank of England for what they allege to be 
its share in their defeat. Hence while Labour opinion 
differs as to the feasibility or wisdom of nationalising 
the joint-stock banks, the nationalisation of the Bank 
of England occupies by general acclamation the fore- 
most position in the party’s programme. Delenda est 
Carthago is the Labour Party’s attitude to the Bank. 

Let us now consider this question calmly and 
rationally, and to quote Dr. Hugh Dalton’s phrase of 
a month ago, “not in a feverish atmosphere of mis- 
understanding and misrepresentation.’’ First and fore- 
most the Bank of England has for some time now been 
in practice a semi-nationalised institution. In law it 
is admittedly a private company and in theory its 
Governor, Deputy-Governor and Directors are elected 
by the shareholders. Incidentally the Directors are no 
longer recruited exclusively from the merchant bankers 
of the City of London. Recent elections have been 
either of men who have grown up in the service of the 
Bank itself, or of men who have made their reputation 
in the Civil Service or in the industrial and business 
world. It is probably true to say that the composition 
of the Court has never been so representative as it is 
to-day. 
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In fact, the Bank is far more than a private company 
working for its own ends. A large part of its profits, 
namely, the profits of the Issue Department, are by 
statute paid over to the Exchequer. It has never 
made its own profits its primary consideration. A 
striking example of this was to be found a few years 
ago. During one summer the Bank was gaining gold, 
and the Reserve in the Banking Department expanded 
in proportion. Normally speaking this should have 
caused a general expansion of credit, but the Bank 
deliberately neutralised this gold influx by reducing 
the earning assets held in the Banking Department. 
This action was severely criticised at the time as being 
deflationary. It is idle at this late date to discuss the 
validity of this criticism. The real point to-day is 
that the action reduced the profits of the Bank, and so 
was very clearly disinterested in character. Had the 
Bank acted in such a way as to maintain or increase 
its profits, it would have reversed its policy exactly, 
and would have escaped this criticism. 

It has been stated again and again that the Bank’s 
function is confined to acting as the Government’s 
banker and adviser upon matters falling within the 
Bank’s province. There is no evidence that the Bank 
has ever gone beyond this limit, and, if it had, the 
Government is to be blamed for letting it do so. All 
questions of financial and monetary policy are the 
responsibility of the Government alone. The Bank 
gives advice, but it is for the Government to accept or 
reject that advice, and the Government cannot shirk 
that responsibility. 

While the election of the Governor and Deputy- 
Governor is in theory in the hands of the Bank’s 
proprietors, it is inconceivable that a Governor could 
remain in office against the wishes of the Government of 
the day. In fact it is not such a long time since a 
Governor of the Bank came into conflict with the 
Government of the day, and in consequence was forced 
to resign. Again, while the Bank fixes its own discount 
rate, this does not mean that in all circumstances it 
fixes every other rate of interest in the kingdom. Bank 
rate is frequently ineffective as a controller of both 
short-term and long-term interest rates, and at no time 
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has this been more obvious than during the past few 
years. Furthermore, were the Bank to adopt a dis- 
count rate or open-market policy in flat opposition to 
the wishes of the Government, the Bank would quickly 
be brought to heel. If the Government thought that 
Bank rate was too high and credit too tight, it would 
only have to reduce the issue of Treasury Bills and 
borrow more on Ways and Means from the Bank, and 
the resulting pressure of money would quickly make the 
Bank’s policy ineffective and would force the Bank to 
give way. 

In many ways it would not matter very much if the 
Bank were formally nationalised or not. Yet there 
would be little practical gain and certain definite losses. 
First there is something to be said for a _ semi- 
independent central bank as the custodian of the 
national credit and currency. This was well expressed 
in the passage in the Macmillan Report recently quoted 
by Mr. Beaumont Pease. ‘‘ We have in the Bank of 
England an excellent instrument ; independent of political 
influences, yet functioning solely in the public interest; 
with long traditions and experience and clothed with 
vast prestige, yet not distrustful of evolutionary change 
or hesitant of new responsibilities; entrenched in the 
centre of the struggle for profit and with access to the 
arcana of the market, yet itself aloof and untinged by 
motives of private gain.”’ 

The Bank’s foreign relations require more careful 
consideration. Provided that the Bank of England has 
relations solely with other central banks, and provided 
that those central banks act only as agents and advisers 
to their Governments, the gain outweighs the risk. 
Liaison between the world’s central banks, whether 
direct or through the Bank for International Settle- 
ments, is calculated to be helpful, and in particular to 
render it possible for each central bank to give better 
and wider advice to its Government. Dr. Dalton, 
however, is justified in pointing to the danger of the 
Bank of England conducting a foreign policy which 
may or may not agree with that of the Government of 
the day. But it is this danger which makes the general 
reservation already enunciated an essential condition 
if the Bank is to conduct foreign negotiations. This is 
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a matter which needs watching both in Threadneedle 
Street and in Whitehall. 

On the other hand, it is definitely not an argument 
in favour of the nationalisation of the Bank. Were the 
Bank to be nationalised, presumably negotiations would 
have to be conducted through the Foreign Office. This 
would involve the Foreign Office in dealings with the 
central banks as well as with the Governments of foreign 
countries. Dual dealings of this character would not be 
calculated to improve foreign relations or to diminish 
confusion. In fact one consequence of the nationalisa- 
tion of the Bank of England might be the abrupt 
termination of the present liaison which goes on between 
it and other central banks. If this happened, harm 
rather than good would result. 

In conclusion let us examine what the Labour Party 
propose. The stock held by the Bank of England 
proprietors is to be purchased compulsorily for the 
Nation, and the present proprietors will receive Govern- 
ment stock in exchange. Provided that the terms of 
the purchase are equitable, the proprietors themselves 
should be neither gainers nor losers. Nor should any 
fresh burden be thrust upon the Exchequer. It is 
then proposed to transfer the Bank of England into a 
Public Board with a constitution similar to that of the 
Central Electricity Board or perhaps the Unemployment 
Assistance Board. It is further stated officially by the 
Labour Party that the government of the Bank of 
England shall be vested in the hands of a public 
corporation, and shall contain representatives of the 
Treasury, the Board of Trade, Industry, Labour and the 
Co-operative Movement. 

This list is a curious hotch-potch. It begins with 
representatives of two Government departments, whether 
ministers or civil servants is not specified. Next there 
are to be representatives of industry, and here again 
there is a complete lack of definition. Are representatives 
of agriculture, banking or finance to be included? Does 
the term relate solely to productive industry, or does it 
include representatives of commerce, for example, 
Chambers of Commerce or Chambers of Trade? If 
the co-operative movement is to be represented speci- 
fically, it is only common justice that the independent 
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retailer should also receive representation. Finally there 
are to be representatives of Labour and the co-operative 
movement. Here the political origin of recommendation 
becomes apparent. The Trade Unions may have some 
claim to representation. The co-operative movement, as 
distinguished from retail trade in general, has none. 

There is, however, one cardinal defect in an organisa- 
tion of this kind, and it is strange that it has escaped 
the notice of the Labour Party. In practice a Board 
appointed in this way would consist of a number of 
amiable gentlemen, each eminent in his own walk of 
life, but entirely ignorant of the technique of banking 
and monetary policy. Inevitably, whenever they meet 
they would tend to approve the propositions and recom- 
mendations laid before them by the Bank’s permanent 
staff, and the final result would be that the Bank of 
England would become a far more bureaucratic institu- 
tion than it is to-day. From the Labour point of view 
the creation of a composite Board of this character 
would thus be a retrogressive step. If the Bank of 
England is to be turned into a Public Board, it would 
be far better to appoint to the Board men who combined 
banking knowledge and experience with broad vision 
and a keen sense of the national interest. In short it 
is difficult to escape the belief that the Labour Party 
are allowing their prejudices to magnify a relatively 
unimportant matter into an issue of first class magnitude ; 
and that the remedy which they propose is better 
calculated to satisfy their prejudices than to achieve 
their ends. 
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The Labour Party and the 
Joint-Stock Banks 


HE attitude of the Labour party towards the 
British joint-stock banking system is both curious 
and tentative. In some respects they regard it as 
Public Enemy No. 2 (the first place being reserved for the 
Bank of England), but they are somewhat unwilling to 
meddle with it or to saddle themselves with the responsi- 
bility of conducting the banking business of the country. 
Mr. Johnston, in his article entitled ‘‘ The Banking 
Policy of the Labour Party,” published in the January 
BANKER, relegated the joint-stock banks to two final 
paragraphs. Dr. Dalton in the February BANKER was 
bolder, but his constructive proposals reduce to the unifi- 
cation of the British joint-stock banks into a single 
Banking Corporation, with a comparatively small direc- 
torate appointed by the Government. His main object, 
too, is apparently one of economy, for he writes of the 
elimination of surplus directors, the closing of redundant 
branches and the reduction of the cost of short-term 
credit, which to him means bank advances. For the rest 
he talks vaguely of the co-operation of the new Banking 
Corporation in the “‘ National Plan of Development,’’ but 
he at once goes on to admit that the Corporation must be 
allowed to exercise a large measure of discretion in 
dealing with particular application for credit. ‘‘ It would 
be both physically impossible and politically undesirable 
for any Minister of the Crown to attempt to adjudicate 
between the claims of individuals or firms to receive 
advances, and still more undesirable that Members of 
Parliament should intervene in such questions of detail.’ 
The difficulty is, once the banks are brought under 
even semi-public control, how can Members of Parliament 
be prevented from raising questions of detail. It would 
be interesting to know how the Labour Party propose to 
deal with this difficulty. 

Still, let that pass. It is agreed that the banks must 
be kept out of politics, and if the Labour Party have 
their way with the banks, it is to be hoped that the banks 
will subsequently have better luck than the Unemploy- 
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ment Assistance Board. Let us now take the main 
counts in this indictment one by one. They are :— 

(a) that the banks need unification and rationalisation ; 

(6) that between them the banks waste money upon 
an excessive number of directors ; 

(c) that the banks waste more money upon too many 
branches ; 

(d@) That as a result bank advances cost too much. 

To all this is added the corollary that the process 
of reorganisation must not involve dismissals of existing 
staff, but only the curtailment of recruiting and perhaps 
the freer pensioning of older bank officers. 

As regards unification, this would represent a distinct 
reversal of national policy, for the bank amalgamations 
during and immediately after the war were abruptly 
terminated by an intimation by the Government that 
further amalgamations should not be made without 
Treasury sanction. Hitherto some degree of competition 
has been thought advisable. 

It is easy to understand why competition is in the 
public interest. Competition as a rule means more 
efficient and progressive service, and there is no doubt 
that competition has called into being many of the free 
services which the banks now render to their customers. 
Competition between the banks also acts as a direct 
encouragement to enterprise. Were there only one bank 
in the country, and perhaps only one branch manager 
in a town, an applicant for a loan who was turned down 
would have nowhere else to go. It might be that he 
deserved to be turned down, but then under the present 
system he might well be turned down by one bank after 
another. On the other hand, his proposition might be 
sound, and then he ought to have a second, or even a 
third chance. In this way alone, competition between 
banks is helpful. 

It is very likely that competition has helped to bring 
down the cost of bank advances. Dr. Dalton complains 
that these are too high. Without competition and with 
a Banking Corporation under rigid bureaucratic control 
they might have remained even higher. 

The next complaint is the multiplication of directors 
and their excessive cost. The latter point can be 
answered by one elementary sum in proportion. 
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“Tf the total of bank advances is approximately 
£750,000,000, and if a saving of {250,000 a year upon 
directors’ fees is practicable, then by how much could 
the average rate of interest upon bank advances be 
reduced as a result of this saving ? 

“£250,000 on £750,000,000 equals how much on 

100?” 
é The answer is 3/5 or 0-03 per cent. 

There is in fact a curious ignorance in the Labour 
party of the duties and functions of bank directors. 
Their work is not a sinecure. In addition to the main 
Board which meets once a week, there are several 
committees ultimately responsible for such important 
matters as loans, premises, staff, etc. Again, a director is 
supposed to get business for the bank and frequently does 
so. It is true that their function might be less necessary 
under a unified Banking Corporation, with which everyone 
was bound to bank, but it might happen that for lack of 
friendly advice from a director banking business which 
was useful, from the national point of view, never came 
into existence at all. Finally, the directors of a bank 
between them provide the bank with a first-class 
intelligence service, embracing intimate first-hand know- 
ledge of every industry in the land and everyone engaged 
in it, and they do so at relatively small cost. The fees 
paid annually to an individual director are far less than 
the salary he would ask and obtain if he became a paid 
intelligence officer of the bank. 

Coming now to the question of branches, it is true 
that the war-time amalgamations created a certain 
number of redundant branches, and it is also true that 
some banks opened too many branches during the years 
immediately succeeding the war. Yet even here it is easy 
to jump to conclusions. The real test is not the geo- 
graphical proximity of bank branches, but the number of 
banks required to give the inhabitants of a town or suburb 
adequate banking service. Density of population, or 
rather of the population which needs banks, is the real 
test. If five banks are needed in a town, they might just 
as well be in the High Street or the Market Square as 
anywhere else—indeed it may suit the convenience of the 
people to have them in the main centre of the town. The 
point is that the same five banks may equally be needed, 





212 THE BANKER 


even if they all bear on their doors the name of the British 
Banking Corporation instead of the names of the present 
“ big five.’ Some closing down of surplus branches would 
undoubtedly result from the formation of a Banking 
Corporation, but the number closed would in many 
localities be much less than Dr. Dalton seems to think. 

It is difficult to see how many branches can be closed 
down without necessitating dismissals of staff. Take 
the average town, with four or five branch banks. Each 
branch employs a manager, a chief clerk, and a varying 
number of other clerks and cashiers. The Banking 
Corporation decides perhaps that three of these branches 
are redundant, and these are closed down. Then three 
managers, three chief clerks, and perhaps ten or fifteen 
or even twenty other clerks become surplus. One 
manager, one chief clerk, and perhaps two or three other 
clerks are pensionable, as Dr. Dalton suggests. What is to 
happen to the remainder? There will be no scope for their 
employment at Head Office, for the amalgamation of the 
head offices of all the banks will lead to redundancy of 
staff in its turn. Once we begin to think out in practical 
terms the implications of these proposals, it is very 
difficult to see how the closing down of branches alleged 
to be surplus can be effected without dismissals of staff. 

Next there is the familiar complaint that bank ad- 
vances cost too much, and that the margin between the 
rates charged and paid by the banks is excessive. Here 
Dr. Dalton has been guilty of an oversight. The 4 per 
cent. deposit rate is payable upon London deposits 
alone. Elsewhere throughout the country higher rates 
are still payable. The margin is less than he makes it 
out to be. 

Still, all said and done, what is the main expense to 
be met out of this margin? It is the big free service 
performed by the Banks for all their customers, namely, 
the collection, clearing and payments of cheques. So long 
as a customer keeps a minimum balance this service is 
performed free of charge, and even where a charge is 
made, it is ludicrously small in proportion to the cost of 
the service. 

The formation of a unified Banking Corporation would 
involve a reorganisation of the whole nation-wide system 
of clearing cheques. In some respects it might be 
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simplified, and it is surprising that the Labour Party 
have not fastened upon this point. Still, the scope for 
economy would be very small, for the same number of 
cheques would be drawn and would have to be handled 
from presentation to payment. 

Unless the new Banking Corporation is going to make 
some charge for the clearing of cheques, and unless it is 
going to be so strict in its scrutiny of applications for 
advances that it can keep down the cost of bad debts, then 
all the economies hinted at by the Labour Party will 
but scratch the surface of the cost of operating a banking 
system. The margin between the rates charged and 
paid by the banks will barely be touched. 

Finally, staffs are not to be reduced by dismissal. 
We are glad to learn this, but if a large number of branches 
are really to be closed the banking careers of a large 
number of men will be upset. We have already referred 
to this difficulty, but even if dismissals could be avoided, 
opportunities for promotion will be fewer, while the stop- 
page of recruiting will mean first a dearth of juniors, 
then a dearth of the ordinary rank-and-file, and finally 
a dearth of branch managers. These fears are not 
entirely idle, for every bank is experiencing similar 
difficulties to-day, as the result of war-time casualties 
and the interruption to recruiting which occurred during 
those four years. 

It is difficult to deal adequately with the proposals 
of the Labour Party regarding the joint-stock banks, 
because they are so nebulous as to suggest that the Labour 
Party has not yet made up its own mind. Certainly the 
hopes of greater efficiency and economy which they throw 
out hardly bear the test of cold arithmetic, and we 
cannot escape the belief that the practical details of 
these proposals have so far received inadequate considera- 
tion. The irony of the whole thing is that the Labour 
Party should single out for attack the British banking 
system, which alone of all world banking systems has 
come successfully through the crises. Assuredly a 
semi-nationalised Banking Corporation could not have 
weathered the storm any better. 
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The Banks and the Post Office 


‘T's: months ago Mr. Johnston, writing on the 
Banking Policy of the Labour Party, declared that 
there was considerable controversy inside the 
Labour Party as to whether the joint-stock banks should 
be definitely nationalised, or whether they should be 
evolved naturally into a single corporation. The im- 
pression he left behind was that it did not very much 
matter, and it is easy to understand this somewhat 
careless attitude when regard is had to a previous para- 
graph in Mr. Johnston’s article. This paragraph 
contains the real sting. 

It can be taken for a surety, Mr. Johnston says, that 
the next Labour Government will abolish the present 
limitation on the amount of money (£500) which may 
be deposited by an individual in the Post Office Savings 
Bank, and also that the use of cheques upon Post Office 
accounts will be authorised and encouraged. The State 
already possesses in every inhabited area, bank buildings, 
safes and staffs; and there is no longer the slightest 
defensible reason why our Post Office banking facilities 
should remain crabbed and only half utilised at the 
instance of, and for the presumed advantage of, the 
joint-stock bankers. 

If the Labour Party really means to develop and 
transform the Post Office Savings Bank into a bank of 
deposit, subsidised out of national funds and competing 
with the joint-stock banks to the point where it drives 
the latter out of existence, then it 1s easy to understand 
Mr. Johnston’s indifference to the nationalisation of the 
joint-stock banks. There are more ways oi kiiiing a cat 
than by hanging it, and there are more ways of dealing 
with the alleged menace of a soulless money-trust (we 
hope our technical description is correct) than by simply 
nationalising it. 

Let us, however, be severely practical. The real 
question is : could the Post Office Savings Bank be turned 
into a bank holding deposits subject to cheque, without 
either throwing a burden upon the Exchequer or depriving 
the country of vital services. If, as we propose to show, 
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the answer to both these questions is in the negative, then 
nothing more need be said. 

Our first point is that the system which our bankers 
have evolved for the collection, clearing and payment of 
cheques is nothing short of a triumph of organisation. 
The London and Provincial Clearing Houses are but the 
focal points of this organisation, which extends right down 
to every branch throughout the country. The central 
office of the Post Office Savings Bank at West Kensington 
certainly has both the staff and the machinery needed to 
operate such an organisation, but we doubt very much if 
one local post office in a hundred could do so. 

Perhaps it would be easiest to trace briefly the history 
of a cheque, even at the risk of telling many of our readers 
what they know already. The receiver of a cheque pays 
it in with a paying-in slip usually at the branch where he 
keeps his account, but very often at some other branch. 
The receiving cashier has to scrutinise the cheque, and be 
satisfied that the endorsement is in order and that the 
cheque is being paid in by someone who is entitled to it. 
If he fails to do this, the bank may incur liability for 
negligence. The paying-in slip is then passed through 
ultimately to the ledger-keeper who is responsible for 
making the necessary entries in the customer’s account, 
while the cheque itself starts on its way through the 
clearing. After passing up to the Head Office of the 
collecting bank, it goes with the host of other cheques 
to the Clearing House, thence to the Head Office of the 
paying bank, and finally to the branch where the 
drawer’s account is kept. This is only one of many 
alternative routes. It may not go to Head Office at all, 
or it may pass through an informal local clearing, or if 
it is drawn upon one branch of a bank and paid into 
another it will pass through the bank’s internal clearing 
and never reach the Clearing House. 

On reaching the branch where the drawer’s account is 
kept, it is once more scrutinised to see if the signature is 
in order—and here again there is room for negligence on 
the part of the bank. The drawer’s account must also 
be scrutinised, in case it is not sufficiently in funds. If all 
is in order, the customer’s account is debited and the 
cheque filed to be returned to him with his pass-book. 
Otherwise the cheque is returned direct to the collecting 
Ss 
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bank with instructions that it is unpaid. The receiver's 
account is then re-debited, and the receiver of the cheque 
is notified accordingly. 

Now all this demands a high degree of technical skill] 
if only to protect the bank’s customers against forgery and 
fraud. Moreover not one, but hundreds of cheques are 
being dealt with at every branch every day, and work 
must be carried on at high piessure if delay and confusion 
are to be avoided. Also in every branch there is a fair 
turn-over each day of cheques in exchange for cash. 
Tradespeople pay in their takings, and the ordinary 
householder presents his cheque drawn to self and draws 
the cash needed for his week’s expenses. 

All this means that every branch bank needs a highly 
skilled and competent staff, proper office accommodation, 
and proper equipment for the safe custody of a large and 
varying amount of currency. Mr. Johnston claims that 
the Post Office possesses these. In every area, he says, 
there are bank buildings, safes and staff. It is in no sense 
a reflection upon the Post Office for us to suggest that a 
building equipped and staffed as a Post Office is in no way 
fitted to perform the functions of a Bank—any more than 
it is able to act as a railway station. 

Here is a simple test which Mr. Johnston can apply 
for himself. Let him go to any town, village or London 
suburb he likes. Let him first of all visit the local Post 
Office and then call in at the nearest branch bank. Let 
him glance at the type of building, the equipment and the 
staff. Concede if you like that in the small villages the 
bank is only a sub-branch, open at certain hours on 
certain days and manned by a visiting staff who take the 
cash away with them each day. Equally he must admit 
that in large towns as well as in villages the post office 
very often occupies a corner of a large general shop, with 
its own separate counter tucked away in some remote 
alcove. Can he, or any other reasonable person still 
claim that a branch post office could act as a bank, 
without moving into entirely new buildings and acquiring 
a new and different kind of staff ? 

The proposed transformation of the Post Office 
Savings Bank could only be effected after considerable 
capital expenditure and at a very great addition to its 
running expenditure. This raises the next vital point. 
Could the Post Office bank be made to pay? Under 
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present conditions the Post Office savings bank pays 
2 per cent. on deposits and earns its income by investing 
its resources in Government securities. Its expenses are 
relatively small, and so it is able to earn a profit which 
goes to the Exchequer. Once it set up the elaborate 
machinery needed for the clearing of cheques, its expenses 
would go up by leaps and bounds. It would no longer be 
able to pay 2$ per cent. on its deposits, but following the 
lead of the joint-stock banks it would have to cut its 
rates to I per cent. or even lower. In the case of deposits 
on current accounts it would, if it conformed to current 
banking practices, pay no interest at all but on the 
contrary charge for keeping accounts below a certain 
minimum amount. 

Even then it is doubtful if the new Post Office Bank 
would pay its way. A joint-stock bank is able to employ 
a substantial proportion of its resources in advances to 
customers at rates higher than those obtainable from 
Government securities. Is it suggested that the Post 
Office Bank should grant loans to its customers? If so, 
it means that every local Postmaster would at once have 
to take a course in practical banking and be relieved from 
his duties at least until he had acquired the knowledge, 
if not the experience of a local bank manager. If the 
Post Office Bank recoils from the responsibility of granting 
loans, then two consequences follow. Firstly, as we have 
said, the Savings Bank will become a burden upon the 
tax-payer instead of a source of income to the State. 
Secondly all the funds transferred from the joint-stock 
banks to the new Post Office Bank will no longer be 
available for the direct financing of trade and industry, 
Instead they will be immobilised in Government 
securities, and so their employment will at the best be only 
of indirect service to trade. 

Another point has probably escaped the attention of 
most people. At present banks incur certain obligations 
to the public in respect of the collection and payment of 
cheques, and negligence may involve them in an action 
for damages. Now the Post Office is a State Institution, 
and a bank operated by it will presumably possess the 
usual immunity by Public Departments from processes 
oflaw. This immunity may at times operate harshly upon 
innocent third-party victims of forgery or fraud. 

The whole question was to some extent discussed by 
82 
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a Committee of the Post Office Advisory Council, who 
presented as long ago as 1928 a report (Cmd. 3151) on the 
possible adoption in this country of the Continental 
Postal Cheque System. The majority report began by 
pointing out that commercial banking facilities were les¢ 
developed on the Continent than in Great Britain, and 
that the establishment of a Postal Cheque system here 
was less likely to attract a sufficient number of good 
accounts than on the Continent. It might therefore be 
difficult to make the system pay in this country. If this 
was the view held in 1928, when the yield upon Govern- 
ment securities was considerably higher than it is to-day, 
it seems almost certain that under present conditions the 
system could only be operated at a loss. The same 
argument also applies to the conversion of the Post Office 
savings bank into a bank of deposit. 

Another practical difficulty is that no references are 
required from Savings Bank depositors as in the case of 
the customers of the commercial banks. The report 
remarks that “‘ there would be considerable danger in 
allowing them the use of cheque books without some 
additional safeguards.” 

The majority report proceeded to indicate possible 
safeguards. These are of an extremely cumbersome 
character, and include the issue of cheques with various 
maximum limits such as £10, £5, £2 and £1, which make 
the cheques nothing more than glorified postal orders. 
Existing accounts would have to be divided into current 
and deposit accounts, with no interest payable upon the 
former, and the minimum size of the current account 
would be determined by the total value of the cheques 
issued to each depositor and still outstanding. The 
question of the stamp duty presented a further problem, 
to which an entirely satisfactory solution was not found. 

In short the Post Office is not at present equipped or 
staffed to act as a bank of deposit. Its transformation 
would involve considerable capital expenditure, and if 
its assets only took the form of Government securities, it 
is difficult to see how it could earn a profit. Nor would 
it be practicable for the Post Office to undertake normal 
banking business such as the granting of advances. The 
present Savings Bank deposit rate of 2} per cent. could 
not be maintained, at least for deposits subject to cheque. 
Finally delicate legal and practical problems would be 
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raised once the Post Office began to issue cheques to its 
depositors. These are the practical answers to Mr. 
Johnston’s ill-conceived proposals. 


Banks and the Creation of Money 
By a Correspondent 


Ta part which banks play in the creation and 
distribution of credit deserves attention, and more 
especially at the present time, for it is a subject 
out of which arises the principal argument of the Labour 
Party in favour of nationalisation of the banks by a 
Socialist State. 

Even advanced economic thought though detached 
from political bias produces widely varying views. The 
layman may wonder whether he should agree with 
Professor Cannan that banks do not get more deposits 
the more they lend, or should attribute to them such 
powers as are suggested by Mr. Keynes’ assertion that 
they are able to create eight or ten times as much money 
or “‘ deposit-currency *’ as the cash in their hands. 

Are the banks then merely passive agents for the 
mobilisation of credit within defined limits when required 
by creditworthy borrowers—a view which recognises 
that initiative rests with the borrowers themselves or 
depends upon circumstances outside the deposit banks’ 
control—or have they power vested in them to bring 
money into existence at will independently of any factor 
other than the cash resources at their disposal ? 

According to the one conception, the banks are the 
servants, according to the second they are the financial 
arbiters of the community. In the first alternative 
they play their useful part in rendering an indispensable 
service within the limits of their power to perform it; 
in the second, they wield powers which it is argued with 
effect should be exclusively in the hands of the Bank of 
England working in conjunction with the Treasury, or 
even of the Treasury alone. 

Mr. Beaumont Pease in his recent speech at the share- 
holders’ meeting of Lloyds Bank, referred to the mis- 
leading notions which may be founded upon the maxim 
that “ every loan creates a deposit,” thereby as has been 
contended increasing the quantity of money, and also 
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to the fallacy that it is within the power of a banker to 
‘““make a loan out of the air’’ which creates a new 
deposit to meet the demand for borrowing. 

The point is dealt with in the Macmillan Report 
(para. 74) where it is stated that the bulk of ‘‘ the deposits 
arise out of the action of the banks themselves, for by 
granting loans, allowing money to be drawn on an over- 
draft or purchasing securities a bank creates a credit 
in its books, which is the equivalent of a deposit.” 

This particular section purports to deal with the 
joint-stock banks, and an illustration is given in which 
it is assumed for convenience that all banking is con- 
centrated in one bank. 

“Let us suppose,” it reads, ‘“‘ that a customer has 
paid into the bank £1,000 in cash and that it is judged 
from experience that only the equivalent of Io per cent. 
of the bank deposit need be held actually in cash to meet 
the demands of customers; then the £1,000 cash received 
will obviously support deposits amounting to £10,000. 
Suppose that the bank then grants a loan of {g00; it 
will open a credit of {900 for its customer, and when the 
customer draws a cheque for {900 upon the credit so 
opened that cheque will, on our hypothesis, be paid into 
the account of another of the bank’s customers. The 
bank now holds both the original deposit of £1,000 and 
the £900 paid in by the second customer. Deposits have 
thus increased to £1,900 and the bank holds against its 
liability to pay out this sum (a) the original £1,000 of 
cash deposited and (4) the obligation of a customer to 
repay the loan of £900.” 

It is further argued that ‘‘ the same result follows if 
the bank, instead of lending {900 to a customer, purchases 
an investment of that amount.” 

Subsequent paragraphs tend, however, to militate 
against the conclusions of this section. For instance, it is 
recognised in paragraph 87 that “the determination 
of what is an adequate supply of credit rests ultimately 

. . with the Central Bank.”’ Also, Mr. Hyde’s evidence 
before the Committee demonstrated what had been 
apparently overlooked that it is not only its cash ratio 
but its entire assets with which a bank is concerned in 
reference to its liabilities. 

But the portion of the paragraph above quoted, 
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expresses a widely held, but none the less erroneous, 
view as to the functions and powers of the deposit banks. 

The ‘‘ £1,000 in cash’”’ paid in as a fresh deposit 
with the single deposit bank in the illustration will be 
largely fiduciary, whether it takes the shape of notes or 
coin. To what extent this money is fiduciary, and to 
what extent it may represent an increase in the aggregate 
amount of currency in circulation are matters which are 
not within the control of the deposit bank. In its hands 
it is simply a deposit of cash, and as such it has been 
added to the bank’s figures on the one side as an asset 
and on the other as the bank’s liability to its customer. 

To pursue the illustration, the bank grants a loan of 
{900 to a second customer and it is suggested that this is 
made possible by the first customer’s deposit. More 
than that it is supposed to enable the bank to loan a 
further £8,100, with the result also that “‘ out of the 
action of the bank”’ itself, additional deposits up to 
{9,000 come into existence, and all on the strength of the 
first customer’s £1,000! 

Let us first suppose that either because the demand 
for loans is small or because the bank is cautious, these 
considerable powers which it is supposed to possess are 
restrained within the modest limit merely of satisfying 
the second customer’s demand for a £900 loan. It is 
then said to “ create a credit in its books” which is 
“equivalent of a deposit.’’ It may be remarked here 
that such a proposition will be more difficult to maintain 
if the lending takes the shape of an overdraft, in which 
case, so far from there being any “ creation ”’ of a deposit, 
there will be no deposit whatsoever. We are driven, 
therefore, to conclude that the bank’s creative powers 
apply solely to loans where lending is concerned, for in 
this case the bank does credit its customer with {£900 
which is in effect a deposit. What then is the explanation 
of such an anomaly? It is, as will be shown, that if 
‘creating ’’ means producing something out of nothing, 
and if the deposit is a claim on the bank that must be 
satisfied whenever the customer chooses to draw upon it, 
the bank has no more created the deposit in any effective 
sense than it has created the resources out of which it 
must meet its customer’s demand when called upon to 


do so. 
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Now if a bank makes an advance whether it be a loan 
or an overdraft, it buys and pays out in full for its 
customer’s obligation to repay. With a loan, the 
customer is not credited with money which has fallen 
from the skies, nor if he is allowed an overdraft can the 
bank produce out of nothing, not even from a Io per cent. 
cash backing alone, the funds from which its customer’s 
cheques are met. It is a delusion that by some deft, 
stroke of the pen, or peculiar form of alchemy suggested 
by the expression ‘‘a mere book-keeping transaction ”’ 
the funds which the customer borrows are charmed 
cunningly into creation by the bank itself. 

It is true that when a loan of £1,000 is credited to a 
customer’s account, there may be no displacement in the 
bank’s assets until the customer draws upon it. For the 
time being, nothing has occurred but an exchange of 
liability for the amount involved, but the moment that 
the customer avails himself of the loan by drawing out 
the balance—the moment, that is, that he chooses to 
turn it into money—the bank’s cash assets are depleted 
by precisely the amount he draws. 

Were the transaction an isolated one and the customer 
drew out {£1,000 in cash, the total of the banks’ assets 
will be the same as they were before the loan was granted. 
Their composition, however, will be altered because 
there will now be £1,000 less “‘ cash or balance at other 
banks,” but “‘ advances to customers”’ will be corre- 
spondingly increased. 

It appears that misconceptions as to the “ creation ”’ 
of bank-deposits or “ deposit-currency ’’ are due to what 
is actually a book-keeping record of an interest-bearing 
credit granted at the time of or possibly in advance of 
its actual use. If the latter, these entries will be an 
addition to both sides of the bank’s general statement, 
but when the credit is turned into cash, that cash is 
forthcoming from the bank’s actual resources. 

Where there is an overdraft every cheque drawn and 
cleared leaves the bank assets at the same total, increasing 
the item “advances” and correspondingly reducing 
the cash, while drawings on an account in credit reduce 
correspondingly both assets and liabilities. 

Every cash movement in and out must necessarily 
have its reciprocal effect upon the banks resources, 
pound for pound, and not ten pounds for one pound, and 
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we must now examine in what manner the first customer’s 
deposit has a bearing on the second customer’s loan, and 
why it should enable many more customers besides to 
obtain deposits, or the bank to give rise to them. 

Reasoning which proceeds on the lines that because 
banking experience calls for a 10 per cent. cash reserve 
against deposit liabilities, a single deposit may support 
ten times the amount of that deposit, and because it was 
cash (when the truth is that all deposits are on the same 
footing in being potentially cash) is, as every banker is 
aware, an elementary fallacy, for it takes no account of 
the important factor of the bank’s obligation to maintain 
at least 100 per cent. and more assets in various forms, 
and in suitable ratios against all, and that is against each, 
of its liabilities. 

Broadly, these assets may be classified as (1) cash, 
or items the equivalent of cash; (2) investments 
and bills discounted; and (3) advances in ratios that 
oscillate reciprocally at the present time in accordance 
with conditions, around 20 per cent., 40 per cent. and 
40 per cent. respectively. 

If a bank granted nine loans amounting to some 
considerable multiple of the £1,000 each after having 
received the one deposit of the same sum, and for some 
reason it suited the borrowers although paying interest 
on the amount available for their use, not to draw it out 
for six months: further, if it were assumed that the first 
customer, upon whose deposit this financial fabric is said 
to rest, maintained his balance conveniently intact—the 
action of the one and subsequent inaction of all these ten 
customers will have had the effect of increasing the bank’s 
assets, and at the same time increasing its liabilities by 
some considerable multiple of £10,000. Moreover, go 
per cent. of these assets upon such a hypothesis cannot 
be called in, while at any time it is reasonable to suppose 
that the bulk of the bank’s liability may suddenly be 
called upon. 

So far all the entries relating to these transactions in 
the bank’s books record obligations to pay at some 
future time, either banker to customer or vice versa, 
with the exception of the one relating to the original cash 
deposit. No money in any shape or form, “ deposit- 
currency ”’ or otherwise has passed since. 

The effect upon the bank, however, has been the 
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necessity of making a drastic adjustment of the composition 
of its assets on account of its having incurred largely 
increased obligations involved by these deposits “ at 
call.” It may reduce its other advances or realise 
sufficient from its investment or bill portfolio to reinforce 
its general cash position, and that is not merely its cash 
in hand, but its balance at the Bank of England. It will 
be obvious that whether these necessary adjustments 
leave it with a cash ratio of Io per cent. less or more is 
an insignificant detail. Payments in multiples of £9,000 
or £10,000 are seldom made from the till, but in any case, 
the retention of 10 per cent. cash in hand as the sole 
provision for meeting a liability of a million or so even if 
spread over a few weeks might be an unwelcome pre- 
dicament for a banker. 

When the loan money is drawn upon either it will 
find its way into circulation, as by payment of wages, 
or as is contemplated in the illustration, sums may be 
transferred to the accounts of other customers who are 
creditors of the borrowers. If so, they remain for a time 
as an outstanding liability of the bank. The vast 
majority of advances are for capital undertakings, and 
even assuming a single bank and a very great develop- 
ment in the use of banking facilities, they provide funds 
which must be dispersed in such a manner as to 
render it improbable that any but an inconsiderable 
proportion will remain as it were in suspense, as a mutual 
set-off of debts, and a permanently unredeemed liability 
and outstanding asset of the bank. 

This would be equivalent to assuming that all 
borrowing might accrue progressively as an everlasting 
addition to the figures of the single bank. 

Finally, there remains the view that a single deposit 
bank may also increase its deposits at will by purchasing 
securities. Here again a most unwilling horse is being 
dragged by its cart. 

Actually, variations in the amount invested by the 
banks from time to time are dependent upon the extent 
of their deposits and the uses which can be made of 
them, and among those uses in particular, the demand for 
advances. Since the end of 1929, the Loans and Over- 
drafts of the London Clearing Banks fell from {962 
millions to £753 millions at the end of last year, although 
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there was a rise in the deposit figures from £1,772 millions 
to {1,971 millions. The fall of £209 millions in the one 
case, taken in conjunction with the rise of £199 millions 
in the other, indicates that {408 millions of assets have 
disposed other than by lending, and as might have been 
expected investments have risen from {267 millions to 
{£594 millions—an increase of £327 millions. 

If at a time of world depression when money is cheap, 
and investment prices are high and seem overpriced, it 
suits a large number of people to alter in form a part of 
their capital by selling securities and acquiring in 
exchange a deposit with their bankers and to cover these 
increased liabilities, the banks in addition to increasing 
their cash assets must inevitably add to their investments. 
But the addition is simply the vesu/t and is no more the 
cause of any increase in deposits than was the granting of 
loans. Again we are faced by the principle which may 
be elaborated to the effect that a bank cannot upon its 
own initiative acquire fresh liabilities in actual practice 
other than by calling up fresh capital, whether to add 
to its advances, investments or any other class of asset. 

It may be said, therefore, of the London Clearing 
Banks, that since the time that the monopoly of note 
issue became vested in the Bank of England, there is no 
process whether by making advances or by investment, 
by which power rests in their hands to create credit at 
will with the effect of increasing the volume of money 
in circulation. 

Trade, activity, the consequent demand for advances 
and increased velocity in the circulation of money which 
is largely reflected in the clearing returns, are factors 
which give rise to expansion owing to more active and 
productive use of money, but such influences or the 
reverse of them, whether towards expansion or deflation 
are manifestly beyond the control of the clearing banks. 

Direct monetary influences towards expansion or 
contraction can be brought into controlled operation 
only by the Central Institution itself, working in con- 
junction with the Treasury, since it is the only source 
from which an increase or decrease of the circulating 
medium can emanate. 

Larger supplies of money flow into the banks and 
increase the volume of their assets and liabilities when 
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the Bank of England becomes a buyer of Government 
securities and pays for them with fiduciary circulation 
hitherto held in reserve. Both the deposits and cash 
resources of the banks are increased, and they are enabled 
to revise the composition of their assets in the direction 
of larger lending if required, while the reverse will be the 
case when the Bank of England reduces the amount of 
its fiduciary circulation by calling it in through the process 
of selling securities in the market. 

It is beyond the scope of this article to touch further 
upon the effect of the open market operations of the 
Banking Department of the Bank of England and other 
influences outside the domain of deposit banking, but 
the writer has endeavoured to indicate by some emphasis 
upon the accountancy side of banking that there are no 
good grounds in reality for the vague belief expounded in 
many quarters and in various forms, that in some 
obscure manner banks are able for their own devices 
to obtain something for nothing, nor that they do or can 
use such powers as are sometimes attributed to them ina 
manner contrary to the public weal. 


The Bankers’ Speeches 


HIS year there were two main questions which 
the country hoped that the Bank Chairmen 
would discuss in their annual addresses to their 
shareholders. The first was the question of the national- 
isation of the banks, and the second was that of our 
future monetary policy. As regards the first question, 
there had grown up a feeling that there was a sound 
and decisive reply to the Socialist case for the national- 
isation of the banks, but that bankers through their 
natural and proper reluctance to involve themselves in 
political controversy were inclined to let their case go 
by default. On the second question the country needed 
guidance. Pronouncements upon monetary policy had 
either been much too vague or consisted of the utterances 
of cranks. What the country wished to know was 
whether the ultimate re-establishment of the gold 
standard was desirable, and if so what conditions first 
had to be fulfilled? Put more shortly, how soon would 
the time be ripe for our return to gold? 
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To the arguments for the nationalisation of the 
banks, the Bank Chairmen have this year given between 
them a conclusive answer. Some of the points made by 
them are summarised below, but the speeches ought to 
be read in full by every elector in the country. 

Mr. Beaumont Pease dealt with the question most 
forcibly, in his address to the shareholders of Lloyds 
Bank. After discussing the whole question of the alleged 
reason of idle money in existence, he said :-— 


It shows how empty is the cry produced out of ignorance, or for 
the purpose of creating prejudice amongst those equally ignorant, 
‘“‘ How long are the people of this country to be divorced from the 
{2,000 millions deposits in the hands of the banks.’’ It is precisely 
in order to be sure that the rightful owners shall not be divorced from 
their two thousand millions that bankers in this country—I repeat 
in this country, and I might add in this Empire—have kept their 
resources in a sufficiently liquid state to insure their ability to pay 
their obligations when demanded. If the control over their funds 
were put into the hands of some of those who wish to use it in order 
to enable them to finance their own particular projects, depositors 
might legitimately come to the conclusion that then indeed they had 
been divorced from their two thousand million pounds. 


He next proceeded to give a most valuable analysis 
of the deposits of Lloyds Bank, according to ownership. 


I divided them, he said, into the following categories :— 


(1) “‘ Trade ’’—which term includes manufacturing, wholesale 
and retail businesses, public utility undertakings, agriculture and 
other industries. (2) An omnibus title of “‘ Personal and Professional.” 
(3) ‘‘ Finance,’”’ which includes banking, insurance, trust companies 
and other financial institutions, and all foreign balances. (4) “ Gov- 
ernment and other public municipal and local authorities.” In 1931 
I found that 25-6 per cent. of our deposits came under the heading of 
“Trade”; 61-8 per cent. under ‘“ Personal and Professional ”’ ; 
8-8 per cent. under “‘ Finance ’’; and 3-8 per cent. under “‘ Govern- 
ment, etc.’’ In the Balance Sheet which we are now discussing, at 
the end of December, 1934, the proportion under “ Trade ”’ has risen 
to 27-7 per cent.; ‘‘ Personal and Professional’ has fallen to 59°7 
per cent.; ‘‘ Finance’”’ to 8-1 per cent.; and ‘“‘ Government, etc,”’ 
has risen to 4°5 per cent. 


He then proceeded to his main assault upon the 
advocates of nationalisation :— 


These are the actual facts, and the above classification represents 
in broad outline the actual owners of the deposits in our hands. Is it 
likely that they would willingly see their property put at the mercy 
of the whims of any political party by the nationalisation of the 
banks? And yet that is what is seriously threatened. The total 
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amount of deposits in the Joint-Stock Banks of England, Scotland and 
Northern Ireland, if divided by £170, which is the average holding in 
the case of our bank, represents 14,000,000 depositors, and, even 
after allowing for some overlapping, there must be many million 
owners of these deposits, most of whom have votes. If and when the 
time comes, do you suppose they will cast their votes in favour of the 
proposed change in the status of the banks? What has recently 
happened in Australia suggests an answer to this question. : 

In Australia I found it was freely admitted, not only by the general 
public, but by labour politicians themselves, that the threat against 
the banks had proved a very bad political cry. It antagonised all 
industrialists, who saw in the proposed nationalisation of the banks a 
preliminary and acknowledged step towards the nationalisation of 
their own businesses. It alarmed all depositors, who preferred the 
well-tried trusteeship of their funds by the banks to the doubtful 
safety of their custody by a political party whose conduct of finance 
had been open to criticism in other directions, and they were further 
alarmed by the recent difficulties of the State-owned New South 
Wales Savings Bank. It turned every employee of the banks, in 
anxiety as to his future employment, into a voluntary propagandist 
against the proposal, and it brought forth a very thorough and well- 
organised counter programme of education and propaganda assisted 
by all classes who realised the dangers of the proposals. The object 
of this movement was to meet the attack by letting the people under- 
stand what was involved, so that they might be enlightened as to 
the true nature of banking and have explained to them the possibilities 
and limitations of its functions, in order that they could judge for 
themselves the real value of the criticisms brought against the existing 
machinery. The result we know was the definite failure at the polls 
of this attempt to obtain possession of the banking business. 


He next dealt with the question of the nationalisation 
of the Bank of England, citing two extracts from a 
pamphlet by Mr. O. R. Hobson and the following passage 


from the Macmillan Report :— 

‘“‘ It is not necessary in this country, as it was in the United States 
before the War, to create a new organ for the centralised control of 
the monetary system. For we have in the Bank of England an 
excellent instrument for the purpose; independent of political 
influences, yet functioning solely in the public interest; with long 
traditions and experience and clothed with vast prestige, yet not 
distrustful (as we have learnt in evidence) of evolutionary change or 
hesitant of new responsibilities; entrenched in the centre of the 
struggle for profit and with access to the arcana of the market, yet 
itself aloof and untinged by the motives of private gain.”’ 


Finally he said :— 

I do not wish to be purely negative in my observations. We do 
make mistakes, I know, and if we can be shown how to avoid them, 
or how to improve our methods, we shall be the first to welcome any 
information of the kind. If we could be shown, for instance, any 
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certain way of avoiding bad debts it would be of great advantage to 
us; if we could be told of any method by which we could be of 
greater assistance to trade we would gladly learn the way. We 
thrive by good trade, and if we can do anything to promote it we 
shall be the first to benefit. But merely to be told that we have it 
in our power to restore prosperity to the country, but that either 
through stupidity or pigheadedness we refuse to do so, does not sound 
very convincing and would appear to be an insincere attempt to 
play on the ignorance of the public, who do not know what these 
possibilities and limitations of banking procedure are, and to take 
advantage of the fact that they are not unnaturally on the lookout 
for some scapegoat on which to lay the blame for the present anomalies 
of want in the midst of plenty, the desire to work and the lack of 
employment, the possibilities of vast supply and the continued 
shrinkage of effective demand. 


Mr. McKenna, at the Midland Bank meeting, was 
very emphatic in objecting to the concentration of all 
banking under a single control, whether operated by the 
State or privately. 

Increasing size has brought stability and more efficient service, 
but at the same time has rendered the banks conspicuous, and an 
attractive subject for the political platform. The would-be reformers 
have put the banks upon their defence, not on any proof of inefficiency, 
but in deference to a theoretic principle that they ought to be 
nationally owned and controlled. The application of this principle 
to banking is alleged by its exponents to be an over-riding social 
obligation, though probably the millions of customers of the banks 
will base their judgment on more practical considerations. For 
business people the decision will turn, not upon abstract questions of 
proprietorship and control, but upon the plain issue: Is the consumer 
of banking service, whether as the owner of deposited funds or as a 
trade borrower, likely to be better, more economically and more 
fairly served by one vast bank, invested with all the powers of 
unrestrained monopoly, or by a few highly competitive institutions ? 

We must not forget that a monopoly would still be a monopoly, 
even though under direct State management and control. If it 
stood for a private combination of the existing banks it would be 
called a money trust—a name of ill-omen for commercial freedom ; 
but it would be none the less a money trust if the control were 
exercised by a nominee of the Government. There is no such trust 
to-day. The banks are in active competition with each other, and 
can maintain their own shares of the available business only by 
efficient service and sympathetic consideration of their customers’ 
requirements. Any bank which failed to satisfy its customers would 
lose them. But what protection would the customer have if all 
banking were under one control? Then indeed the power of the 
single bank could be misused oppressively in a manner we are now 
hardly able to conceive. 

Moreover, a monopoly, which can be efficiently operated only on 
a basis of more or less complete standardisation, could not be 
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expected to show the responsiveness to individual needs which is 
essential to good banking. What, then, is to be gained by it? So 
far as I have seen, nothing adequate or even feasible has been suggested. 
I assume that no one wishes to make banking a state monopoly in 
order to earn larger profits and thus contribute to the relief of taxpayers. 
Any monopoly of an essential service can be used to extort large 
profits at the expense of the public; but a profit-making motive is 
not avowed by those who urge this particular project of nationalisation. 
I conclude that there is no assurance of any compensating benefit to 
set against the grave evils which must arise if all banking power were 
concentrated in one hand. 


Later he dealt with the complaints that the banks 
were restricting enterprise :— 


When complaints are heard that the banks are too conservative 
in their lending policy it must be remembered that the primary 
function of a bank is the safe custody of its customers’ money, and in 
this respect the banks can well afford to be judged on their record. 
During the long years of our declining trade, which happily came to 
an end nearly three years ago, British banks suffered in common with 
commerce and industry generally. Dividends were reduced and 
reserves, both published and internal, were drawn upon by nearly 
all the joint-stock banks. At no time, however, was there the slightest 
suspicion or suggestion of weakness. Government assistance for the 
banks was neither sought nor needed, and it is worth noting that this 
stability, so rare in the world, was found in just that country where 
banks are entirely free from Government regulation and control. 
Much money was lost by traders and investors, but the depositors’ 
money was never in danger. 


Mr. Favill Tuke, in his maiden address to Barclays 
Bank shareholders, spoke briefly on the record of the 
British banking system :— 

I feel that my generation has helped to build up a banking system 
of which it can well be proud. It is a system which, despite its 
strength and its magnitude, remains human. Unhampered by 
legislative restrictions it has, from a sense of responsibility, established 
standards which place duty to Depositors and to the community far 
ahead of any question of gain. The freedom of action resulting from 
the lack of legislative restrictions has made possible an elasticity 
which has enabled the Banks to adjust their organisation to changing 
conditions and, as a result, the development of industry has been 
accompanied, step by step, by an improvement in the financial facilities 
available, without which much of the progress in the past half century 
would have been impossible. Looking to the future, a strong and 
progressive banking organisation is of vital importance to the economic 
well-being of any country, and the fact that the British Banks have 
emerged from the greatest crisis in history with their strength 
unimpaired and their reputation enhanced will materially assist 
Great Britain in her efforts to regain prosperity. This cannot be 
doubted by anyone who has observed the paralysing effects of banking 
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insecurity in countries which have suffered from domestic banking 
difficulties. 


Mr. Beckett referred to the question of bank 
nationalisation in the concluding passage of his speech 
at the Westminster Bank meeting. 


The attacks on the British banking system, he said, whether 
well or ill informed, usually have their origin in a political creed 
which demands the elimination of the present proprietors and the 
placing of the banks under State control. The change is advocated, 
not after any event or series of events which has demonstrated that 
the banks have proved unworthy of the trust reposed in them—far 
from it. I claim that the banks of this country have surmounted the 
difficulties and complexities of recent years with enhanced prestige, 
and certainly with a record superior to that of any other group of 
banks in any country of the world. Is this the time, then, seriously 
to propose that the control of the banks should be taken out of the 
hands of those who have proved themselves and placed under the 
direction of a State department, and the savings of the millions of 
bank depositors made the basis of socialistic experiment; or to 
suggest that the advantages enjoyed by the public through the active 
competition between the banks adequately to serve their needs should 
be sacrificed under the dead hand of a bureaucracy ? 


Mr. Colin Campbell, at the National Provincial Bank 
meeting, spoke with equal emphasis on the dangers of 
interfering with the British banking system :— 


During the recent years of crisis, when banks in other countries 
were shaken and in many cases overwhelmed, the position of British 
banks was never called in question, and even the upheaval in 1931 
left the system unscathed. Surely, any interference with a system 
that has proved so worthy is a matter for most careful consideration, 
and I doubt whether it is appreciated how great a shock could be 
given to the prosperity of this country by any rash experiment with 
this well-tried system. 


Finally Mr. Orme, at Martins Bank meeting, made 
his contribution to the case against nationalisation. 

There is at tiines criticism of the banks for not lending more freely 
to industry. This criticism is not well informed, as it will be obvious 
to you from what I have said, in dealing with our advances, that we 
are eager to lend our deposits to approved borrowers. What we are 
not prepared to do—and the remark applies to the other banks of this 
country—is to tie up our depositors’ money in long-term advances 
which may be difficult of repayment. I am aware that much of the 
criticism levelled at the banks is not serious, but it is unwise to 
ignore it altogether, as even idle talk can do harm. Some of it is, 
however, definitely unfriendly, with political bias behind it, and it 
is this criticism, above all, which should be opposed. Bankers, in 
this country at least, are scrupulously careful to avoid political 
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considerations, and to conduct their business in the interests of their 
customers and shareholders, and the public generally. 

We believe that Government control of the banks, which would 
mean control by the particular Government of the day in the interests 
of its own schemes, would be detrimental, not only to the customers and 
shareholders of the banks, but to the country as a whole, and I am 
sure that this view is held by the majority of those who use the banks 
and take advantage of the many services they freely render. 

While the bankers had no difficulty in building up 
an unanswerable case against the advocates of national- 
isation, they had to proceed much more carefully when 
they came to discuss monetary policy. The dominating 
note of their speeches, in fact, was one of caution. Mr. 
McKenna was naturally content to leave matters as 
they were. He began by uttering a most valuable and 
timely plea for closer and more continuous co-operation 
between the central bank and the commercial banks, 
but his main thesis was that our departure from gold 
rendered us largely immune from fluctuations in world 


trade :— 

Now that sterling is free, he said, to find its own level in relation 
to foreign currencies the old restrictions on our power of development 
are removed, and there is no need for deflationary pressure to be put 
upon us as on the countries in the gold bloc. This holds true for the 
whole sterling group, which transacts a very large share of the world’s 
trade and in which monetary policy has already brought about a 
substantial measure of recovery. It is difficult to find any reason why 
continuance of the monetary policy of the past three years should not 
yield equally favourable results. 


After alluding to our adverse trade balance, he 


continued :— 

Again, the allegation that we are now importing more than we 
can afford is declared to be supported by the decline last year of the 
value in sterling in terms of gold currencies. This would be strong 
evidence if commodity prices in terms of sterling had risen sharply, 
while they had remained fairly stable in terms of gold; actually, 
however, it is sterling prices that have kept stable, while prices in 
gold have fallen. Hence the depreciation in the gold value of sterling 
does not indicate that we are importing too much; it does no more 
than mark the rising value of gold. 

These facts illustrate very forcibly a striking benefit resulting 
from our departure from gold. Under the old system this decline 
in sterling, which is not indicative of any weakening of our inter- 
national position, would nevertheless have necessitated deflationary 
measures in order to protect the gold stock, and those measures would 
have had depressing effects on our internal trade. Now, however, 
deflation, except as a corrective of internal inflation, has been banished 
as an unnecessary and discredited instrument of a freely operative 
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monetary policy. There is at present no evidence of inflation—our 
price level is steady and there is no extravagant stock exchange 
speculation on borrowed money. Accordingly, no reason can be 
found, either in the internal situation or in the position of our balance 
of payments, for reversing the monetary policy which has proved so 
successful in the past three years. 

We may then conclude that, even allowing for the large measure 
of recovery already achieved, it remains possible to promote a further 
expansion of business on the basis of a growing domestic demand 
induced by monetary policy. Other conditions are necessary, but 
happily they are in large measure present. The tariff and trade 
agreements are enabling our producers, while maintaining the standard 
of living of their workers, to secure a full share of the home market 
and at least some increase in exports. Business confidence is steadily 
rising. Some of the additional taxation imposed in 1931 has been 
remitted, and further relief may be hoped for. Reductions in wages, 
salaries and unemployment allowances have been largely made good. 
In these favourable circumstances there seems every prospect that 
a continuance of the Government’s monetary policy will yield the 
same fruit as in the past three years. For myself, I do not believe 
that the limits of internal business recovery have been reached so 
long as a large supply of efficient labour is unused and a large aggregate 
of elementary wants remains unsatisfied. 

The remaining Bank Chairmen favoured an ultimate 
return to gold, but united in insisting that it was still 
impossible to fix a date. Certain essential conditions 
still remained unfulfilled, and it was therefore impossible 
to contemplate at present the final stabilisation of our 
currency. 

Mr. Campbell coupled this view with the valuable 
suggestion that the time had come for the reconsideration 
of the restrictions on foreign lending. 

The history of the pre-war period shows clearly how closely the 
activity of our export industries was connected with the oversea 
movement of our capital; and it is too often overlooked that the 
cessation of this movement is a cause of depression and unemployment. 
Solvent borrowers abroad are so difficult to find in these times, that 
restrictions on foreign lending seem almost unnecessary; but though 
some restrictions may be required in the interests of the stability of 
sterling, it is to be hoped that at least some relaxation of these 
restrictions may be permitted before long in the case of such suitable 
borrowers as may be forthcoming. 

These remarks of his should receive the most careful 
consideration by the Government. 

As regards the outlook for sterling he said :— 

The comparative stability of sterling has undoubtedly been of 


great benefit to us and to our customers, and the trade of the countries 
of the sterling area has shown a satisfactory increase at a time when 
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international trade elsewhere had a tendency to shrink. As to the 
possibility of the restoration of a common international standard, we 
shall have to wait, apparently, until a change in price levels brings 
the franc and the dollar into harmony. At present the pound, balanced 
between them, retains its power to move in either direction, a power 
that it would lose by stabilisation. For this reason it is essential that 
stabilisation should only be decided on under conditions that rule out 
all reasonable chances for regretting it. 


Mr. Beckett was equally emphatic upon the need for 
delay. He emphasised the interdependence of trade 
barriers and currency instability, and also reminded his 
audience that we could not overlook our position as 
leader of the sterling area. He also alluded to last 
year’s depreciation of the pound in terms of gold and 
to the slight growth in our adverse trade balance. 


Under such conditions as these, he said, and having regard to 
the uncertainties attaching to other principal currencies, to attempt 
to stabilise now would appear to me to be dropping our currency anchor 
on shifting sands, only to have it swept away again. With one group 
of countries clinging rigidly to the gold standard, another directly or 
indirectly knit to sterling, and still other important countries following 
independent courses, there seems no alternative for us but to pursue 
a policy which for the time being appears to suit our own interests 
best. Desirable as I consider it for this country, and indeed for all 
the major countries, to return to a gold standard, in order to introduce 
some measure of stability into world trade, embarrassed by a multitude 
of instabilities, the time and circumstances do not seem ripe for any 
such step at present. 


Mr. Tuke spoke in similar terms of the need for 
circumspection and delay :— 

We must have a stable basis for international trade before its 
volume can be substantially increased, and gold is, in my view, the 
only practicable basis, because, apart from other reasons, it is the 
only one in which the people of the world appear to have confidence. 
I feel, however, that it would be a mistake of the first magnitude for 
this country to return to gold until some at least of the difficulties | 
have mentioned have been adjusted, and until there is a reasonable 
probability that the system will be allowed to function normally, so 
that it can fulfil its essential purpose of maintaining equilibrium 
between the price levels of the various countries of the world. 


Mr. Beaumont Pease did not allude specifically to 
the question of stability, but like many of his colleagues 
emphasised the evils of economic nationalism and 
excessive restrictions upon international trade. He was, 
however, careful to point out that we in England have 
endeavoured to combat the evil, and he instanced the 
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number of trade treaties which we have now concluded 
with nearly a score of nations. 

Many of the Bank Chairmen devoted a portion of 
their address to a review of home trade. On the whole 
they were hopeful, although they had to admit that 
there was still room for considerable progress. 

The three Lancashire Bank Chairmen had as usual 
much of interest to say regarding trade conditions in 
their part of the country. Mr. Orme alluded to the 
years check to trade due to the cessation of German 
buying, and he also expressed his regret that complete 
success had not attended the recent efforts to reorganise 
the spinning section of the cotton industry. Still he 
welcomed the redundancy scheme which is now being 
proceeded with, and hoped that great advantage would 
accrue to the industry by the elimination of uneconomic 
competition. He was able to take a more encouraging 
view of the heavy industries, particularly ship-building, 
and he also alluded to the partial recovery in agriculture 
from the deplorable conditions obtaining a year ago. 

Sir Christopher Needham of the District Bank could 
only speak in doubtful terms of the immediate outlook 
of the cotton trade, which he held was still suffering 
from severe competition, and from the present tendency to 
regulate international trade. Time alone could show, he 
said, whether the policy of bilateral trading agreement 
would in the long run prove of benefit to the commercial 
prosperity of the country as a whole. He also described 
the improvement in the iron and steel industry under the 
stimulus of protective duties, but he struck a warning 
note when referring to the report that application for 
additional tariffs is to be made. He emphasised the need 
for due consideration being given to any effect higher 
tariffs might have upon the cost of steel to the home 
consumer, so that he might not be handicapped in his 
efforts to secure export trade. 

Mr. Dewhurst, the Chairman of Williams Deacon’s 
Bank, spoke in similar terms of conditions in the cotton 
industry. Lancashire unemployment returns, however, 
suggested that there was a very welcome improvement 
in most districts. 

In many ways this year’s speeches are on a higher 
level even than those of previous years. It is most 
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gratifying that the bankers should at last have come 
out into the open, and given between them a complete 
and conclusive reply to the fallacious arguments in 
favour of nationalisation. Some of the bankers too 
revealed more concerning the internal affairs of their 
banks and in particular of the way in which profits are 
affected by such influences as changes in value of securities 
and in the need for appropriations for bad and doubtful 
debts. Superficially their failure to give any definite 
lead to the question of monetary policy is disappointing, 
but they were quite right in insisting upon the difficulty 
of the problem, and upon the need for avoiding too 
precipitate action. The uncertainty of the American 
outlook alone renders it difficult to make any specific 
recommendation for the stabilisation of the pound or 
the re-establishment of the gold standard. Mr. Orme 
did well in emphasising the need for close Anglo-American 
co-operation, while Mr. Beaumont Pease concluded his 
address with a plea for world peace. In a sense this is 
the key note of the bankers’ speeches, namely that trade 
and prosperity depend fundamentally upon peace and 
confidence. 
































The Centenary of the 
National Bank 


By R. H. Mottram 
AN TONE interested in the history of British 







Banking knows that the Nineteen-thirties must 

be a decade of retrospect. It marks a hundred 

years of joint stock banking in the truest sense of the 
word. Among the many joint stock banks that can 
now claim to be a hundred years old few can count on 
a history more unusual than that of the National Bank. 
Founded on 28th January, 1835, at Carrick-on-Suir, 
the National Bank was the child of the patriot Daniel 
O’Connell, then in his sixtieth year and at the height 
of his power. It was in 1823 that he formed that 
remarkable political Association of which Palmerston 
said: ‘‘ The population of a whole province rose like 
one man... . not a drunken man among them— 
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and by strictly legal means hurled from his seat one of 
the Cabinet Ministers of the King.” 

With true prescience, O’Connell saw that in the 
nineteenth century, any popular cause became but a 
fitful agitation unless it was backed by an accumulation 
of the modern foundation of any civilised society— 
Credit. He insisted not only on the foundation of the 
National Bank in those typical provinces of southern 
Ireland, where it must have seemed so unlikely a 
phenomenon amid a Catholic peasantry that has much 
more in common with continental social and agrarian 
development than it has with the circumstances of the 
English countryside. 

He insisted also that it must have an office in Dublin, 
and the facade of the chief office at 34 and 35 College 
Green remains to show where it was placed, as soon as 
legislation permitted of the encroachment of a joint 
stock bank on the territory hitherto sacred to chartered 
or private institutions. Until 1845 therefore this office 
was but an agency of the first office at Carrick-on-Suir. 
At the same time he also demanded that there should be 
set up an office in London, and the site in Old Broad 
Street is one of the oldest occupied by any non- 
metropolitan bank in this country. In 1859 the National 
Bank was admitted to the Clearing House. 

The organisation is therefore a dual one, spanning the 
troubled waters of the Irish Sea, with its, properly 
speaking, National service, that is now carried on from 
Dublin by fifteen metropolitan and a hundred and 
twenty country branches, and about a hundred sub- 
offices of a type familiar to anyone used to the exigencies 
of country banking in this country. The list of this 
latter category is marked “ Daily”’ or certain days, or 
more often “‘ Fair Day,” “‘ Fair Days during July and 
September.” Williamstown, in County Galway, is even 
specified as being open on “ Pig Fair Days.”’ 

This calls up memories of the remoter Irish township, 
the crooked streets of white-walled buildings, seldom of 
more than two storeys, the picturesque figures of the priest 
and the civic guard, the soft, moist air, and the good food 
and good humour. Yet this is only half the picture. The 
other is the busy Old Broad Street Office in the grim 
canyon of a London street, teeming with activity, where 
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nothing is taken for granted and uniforms are a rarity. 
On this, the Head Office, depend fourteen London 
Metropolitan Branches and a further thirteen country 
branches in England, of which four are in Liverpool and 
Birkenhead, two in Manchester and Salford, one in 
Bristol, and the remainder in Cardiff, Swansea and 
Newport. As regards England, therefore, the National 
may take its place among the northern group of banks, 
rather than among the Big Five. 

Time has brought some queer revenges. One is 
tempted to wonder how the founder of the National 
Bank would view a situation which he certainly made 
more probable by the activities of his brilliant strenuous 
life, or what he would say if he knew that, of all his works, 
the one that would cause him to be most remembered, 
perhaps the most lasting thing he ever did, was his 
sponsorship of a financial institution. It is odd to 
reflect that nearly all our older and most solid credit 
establishments, the Chartered Banks of the United 
Kingdom, and their rivals such as the Royal Bank and 
the British Linen Company in Scotland, and the National 
Bank in Ireland owe their existence to political motives. 
Nowadays, politics are supposed to be bad for banking, 
and certainly the type of political activity most prevalent 
on the continent has done nothing but harm to the 
banking system of the countries in which change has 
been most rapid and extreme. 

At least we know what the present Chairman of the 
National Bank thinks, for he has lately had an oppor- 
tunity afforded by the Annual General Meeting for 
coming out of that reserve which is to-day considered 
the correct, and is certainly the most usual attitude of 
a Bank Chairman. Mr. Michael J. Cooke, speaking at 
the Head Office of the National Bank in Old Broad 
Street, on the 31st ult., gave some interesting details of 
the progress of the Bank. 

He said: “ At the end of our first business year the 
actual deposits held for customers amounted to £256,000, 
and our establishments were seven branches and fourteen 
sub-offices. At the end of our fiftieth year, the total 
deposits were {9,000,000 and our branches and sub- 
offices numbered one hundred and eleven. To-day our 
deposits total almost £38,000,000, and our branches and 
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sub-offices 273, in addition to which we have our executor 
and trustee, income-tax and foreign exchange depart- 
ments fully equipped to meet modern requirements.” 

The other steps in this ladder of progress were, in 
1850, when the bank was fifteen years old, 47 offices 
and {1,192,000 Deposits, and in 1go0, at the turn of the 
century, 100 offices (apart from  sub-offices) and 
{11,253,000 in Deposits. 

As regards the smaller depositor, so eagerly courted 
in these democratic days, it is noteworthy that, on 27th 
January, 1849, ‘‘a Requisition signed by the Lord of 
the Manor, and Clergy and many gentlemen of the 
highest standing in Carrick-on-Suir’’ demanded and 
obtained facilities for the ‘‘ deposits of the humbler 
classes’? a prophetic aspiration that has not been 
wanting of fulfilment. 


Bankers and Deflation 


By Paul Einzig 


HE following is an extract from an address delivered 
| by Dr. Paul Einzig at the monthly meeting 
of the Cornhill Club on February 13 :— 

The object of my address is to examine the attitude 
of bankers towards a monetary policy of ruthless deflation. 
I shall try to answer the question, whether bankers as 
such are necessarily deflationists and whether it is to their 
interest that they should favour deflation. The question 
is of considerable importance at a time when the attitude 
of bankers towards political and economic problems is 
subject to much discussion and criticism. Ever since 
1931, bankers have been the scapegoats of political 
propaganda. They have been accused of various offences 
such as political intrigues, a selfish and narrow policy 
towards British industries, reckless lending abroad, etc. 
Above all, they have been accused of being in favour of a 
monetary policy which aims at increasing the value of the 
monetary unit by causing the fall in commodity prices. 
Bankers are represented by political and _ financial 
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radicals as being born deflationists. It is alleged that it 
is to the interest of bankers to increase the value of the 
monetary unit because being moneylenders they stand to 
benefit by it. Bankers are accused of being prepared to 
sacrifice the interest of producers in order to secure to 
themselves the benefit obtained through increasing the 
value of money by means of deflation. 

Absurd as these charges may appear, it is a mistake 
to ignore them; and yet, as far as I know, none of the 
leading personalities of the banking community have 
taken the trouble to answer adequately the charge of 
being in favour of a deflationary monetary policy for selfish 
considerations. There would have been ample oppor- 
tunity to answer this charge in the various chairmen’s 
speeches delivered during the last few years. In par- 
ticular, the chairmen’s speeches of the Big Five this year 
dealing with the question of the nationalisation of 
the banks would have provided an excellent opportunity 
for refuting the charges of deflationism. It would have 
served a much more useful purpose than merely to 
express disapproval of the idea of nationalisation of the 
banks and marshalling various arguments against it. An 
emphatic denial of being in favour of a deflationary 
monetary policy would have gone further to counteract 
propaganda directed against the banks than any of the 
arguments put forward by the bankers. 

The meaning of the charges against bankers that they 
are incorrigible deflationists is twofold. In the first 
place, it is alleged that they use all their influence to 
induce the authorities to pursue a deflationary monetary 
policy. In the second place, it is alleged that they lend 
themselves as the willing executors of this monetary policy 
by putting deflation into operation through credit 
restrictions. Let us examine how much truth, if any, 
there is in both charges. Doubtless in the past prominent 
bankers did not hesitate to express opinions favouring 
a deflationary monetary policy. To mention the best- 
known example, the deflationary monetary policy 
pursued by this country after the war which was respon- 
sible for the overvaluation of sterling by stabilising it at 
its pre-war parity in 1925 followed the lines indicated by 
the Cunliffe Committee. Notwithstanding this, it would 
be unfair to put the whole blame for the mistaken policy 











upon the shoulders of the bankers who signed the Cunliffe 
reports or who in subsequent public utterances supported 
the policy of deflation. The Government has in the 
Treasury highly qualified experts of its own who can 
think for themselves and need not come to the City to 
borrow ideas. The work of the Cunliffe Committee like 
that of most other departmental committees or Royal 
Commissions consisted of providing detailed arguments 
in favour of a policy which the Government wanted to 
pursue in any Case. 

But even if banks were guilty of deflationism during 
that period, there are many mitigating circumstances in 
their favour. They could not be expected in 1920 
to see things as we see them in 1935. To be able to 
predict the disastrous consequences of the deflationary 
policy adopted on their recommendation by the Govern- 
ment would have required a most uncanny foresight. It 
is true that several prominent theoretical and practical 
experts were opposed to the deflationary policy that led 
to the restoration of the pound to its pre-war value. But 
they were right mostly for the wrong reason. As things 
were between 1920 and 1925, it was not unreasonable to 
assume that the policy adopted by the Government was 
the right policy. It was not until the world economic 
crisis that the full extent of the adverse consequences 
of a deflationary monetary policy could be adequately 
realised. Such an extent of deflation as the world 
experienced during the past five years is entirely without 
precedent in modern financial history. 

The mistake made by the bankers advocating deflation 
after the war cannot in all fairness be regarded as 
unpardonable. On the other hand, if, in spite of the 
experience of the last few years, they were to adopt a 
similar deflationary attitude in future it would be 
absolutely unpardonable, for now we all know what 
deflation means, and there can be no excuse for being 
in favour of a policy which inflicts deliberately such heavy 
sacrifices and sufferings as the world had to put up with 
since 1929. 

Is it to the interest of bankers to advocate a deflation- 
ary monetary policy? The answer is most emphatically 
in the negative. They have nothing to gain and a great 
deal to lose as a result of deflation. The suggestion that 
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the bankers being moneylenders stand to gain by the 
appreciation of the monetary unit through deflation is 
sheer nonsense. Bankers are not only lenders but also 
borrowers, so that whatever they would gain as lenders 
through the fall of commodity prices, they would lose as 
borrowers. The extent to which banks are affected 
by the change in the value of the monetary unit is 
confined to that part of their capital and reserves which 
exceeds the value of their premises and other property 
they own. In most cases, this surplus is relatively small 
and is certainly not big enough to influence the attitude 
of the banks towards a major question of policy. 
Admittedly, if extreme inflation such as we witnessed in 
Central Europe after the war wipes out the monetary 
unit, it wipes out the capital and reserve surplus of the 
banks which may thus be deprived of their normal 
working capital. This was the case of banks in Germany 
and elsewhere. It is, therefore, evidently to the interest 
of bankers to oppose extreme inflation to the utmost. 
It is, however, a long way from opposing extreme inflation 
to favouring deflation. Indeed, it may well be asked 
whether if the choice lies between extreme inflation and a 
high degree of deflation, the former is not the smaller 
evil for banks. After all, even though banks may have 
lost their working capital through extreme inflation, 
hardly any of them failed in consequence. On the other 
hand, deflation brought about a series of bank failures 
in almost every country. The fall in commodity prices 
is inevitably accompanied by the accumulation of large 
amounts of bad debts, and the distrust inspired by the 
heavy losses suffered by banks often leads to a run of 
depositors. Fortunately, in this country we had no such 
experience during the last crisis. In spite of this, the 
banks were evidently losers as a result of deflation. 
They suffered heavy losses in the first instance through 
the post-war deflations of 1920-1921, when the slump 
of commodity prices resulted in huge frozen debts in 
Lancashire and elsewhere. Thus, even though the 
deflation of 1920-1921 was carried out on the advice 
of bankers, it can hardly be said that bankers benefited 
by it. The extent to which banks suffered through the 
crisis of the last few years is not known, but there can be 
no doubt that it is considerable. 
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In the circumstances, it is evidently absurd to suggest 
that banks stand to gain by advocating a deflationary 
monetary policy. There is indeed no reason whatsoever 
why bankers as such should be in favour of deflation, at 
any rate as far as Joint Stock Banks and private banks 
are concerned. The position may appear somewhat 
different as far as Central Banks are concerned. It is 
conceivable that they may consider it to their interest 
to be in favour of a deflationary monetary policy and that 
they would use all their influence to induce the Govern- 
ment which has the last word in the matter to adopt 
such a policy. After all, it is their job to look after the 
stability of the currency, and they may think it desirable 
to go to great lengths to perform this function. In the 
light of the experience of recent years, however, there is 
reason to hope that even Central Bankers will become 
less deflationary in future than they have been in the 
past. For it is now evident that deflation cannot be 
carried on indefinitely. In the past it was assumed that 
a currency can always be saved from depreciation, 
provided that the monetary authorities are prepared to 
adopt a policy of ruthless deflation. The experience of 
recent years has proved that deflation may reach a limit 
beyond which it cannot continue. After a certain stage, 
deflation tends to set in motion factors which tend to 
defeat its object. The inevitable consequence of pro- 
longed deflation of a considerable degree is a large 
budgetary deficit, and the difficulties of coping with the 
chronic deficit lead to inflationary measures which reverse 
the trend. The example of France clearly shows that 
deflation cannot be carried on for ever even if the Govern- 
ment and the country are prepared to do so. If, asa 
result of a fall of prices and a depression of trade, budget- 
ary revenues decline, and if it is impossible to reduce 
expenditure to a corresponding degree, the Government 
may find it increasingly difficult to meet the deficit by 
means of normal borrowing, and sooner or later will have 
to fall back upon inflation. This is what is actually 
happening in France. Only a few weeks ago arrangements 
were made to make it possible to re-discount Treasury 
bills with the Bank of France, and since the Treasury 
bills are issued to meet a deficit, the process, when it is 
applied, will amount to inflation pure and simple. 
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France will inflate, not because she changed her monetary 
policy but because deflation reached a stage at which it 
reduced itself ad absurdum. When as a result of 
inflation the franc has to be devalued, the French 
monetary authorities may well ask themselves whether 
it was worth their while to inflict upon the country such 
heavy sacrifices for the sake of defending the franc during 
the last few years. They may realise that if the adverse 
trend appears to be strong and persistent, it is not to the 
interest of Central Banks to resist it to the utmost by 
pursuing a deflationary monetary policy. 

Apart from financial and economic considerations, 
it is contrary to the political interests of bankers 
in general, and Central Bankers in particular, to be in 
favour of a deflationary monetary policy. They could 
afford to be deflationary so long as public opinion did 
not adequately realise the consequences of such a policy. 
Having learnt from the experience of the last few years, 
the public now knows too much about deflation to put 
up with it. It is unthinkable that the policy pursued 
by the British Government after the war could be 
repeated without arousing a wave of indignation which 
would sweep away the Government and the party 
responsible for such a policy. The party which is 
opposed to deflation stands to gain many millions of 
votes at the next general election. If bankers use their 
influence in favour of a deflationary policy, the anti- 
deflationary Government which will come into power will 
have the backing of public opinion in taking drastic 
measures to gain control over the banks. Evidently, it 
would be suicidal for bankers, in the circumstances, to 
support a policy favouring deflation. Nor would it be 
sufficient merely to keep silent on the subject. In the 
absence of authoritative denials, the conception popular- 
ised by skilful propaganda that bankers are as deflationist 
as they were in 1920 will be assumed to be correct by 
public opinion. It is to the interest of the banks, 
therefore, not only to abstain from taking up an attitude 
in favour of deflation, but to make it quite plain that they 
are against such a policy. 

The critics of the banks, in addition to stating that 
bankers use their influence in favour of deflation, also 
accuse them of lending themselves to be executors of 
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deflationary monetary policy. As is well known, one of the 
most effective means by which deflation can be carried 
out is through credit restrictions. It is a ruthless method 
of counteracting a rising trend of commodity prices and 
forcing a decline of commodity prices. By curtailing 
credits banks are in a position to force their customers to 
throw their stocks on the market, thereby causing a fall 
in commodity prices. In many cases, this leads to 
insolvencies and the bankrupt stocks thus thrown on the 
market accentuate and accelerate the slump. A great 
deal has been written by orthodox economists in favour 
of this method. In order to whitewash the policy of 
deflation through credit restrictions, the economists 
go so far as to make it appear a desirable process of 
“purging economic life from unwanted elements.’’ They 
always talk about the failures which inevitably accom- 
pany credit restrictions on a large scale as the “ elimina- 
tion of weak and unsound positions.”” They choose 
to remain pleasantly vague as to what exactly they 
mean by “‘ weak and unsound positions.’”” Do they mean 
enterprises which are engaged in work that is of no social 
utility and which, in fact, is actually harmful? Most 
certainly not. To their mind, a company engaged in the 
manufacture of harmful drugs or in white slave traffic 
is perfectly sound so long as it has an adequate cash 
balance. On the other hand, an enterprise engaged in 
the manufacture of surgical appliances which save many 
lives and reduce suffering is unsound if its cash position 
happens to be weak at the moment of the credit restric- 
tion. However useful it may be for the welfare of 
mankind, orthodox economists rub their hands with 
satisfaction if it fails, saying that ‘‘ some more weak and 
unsound positions have been liquidated.’’ Do they mean 
by unsound enterprises, companies which in the long run 
are unable to pay their way and commercially therefore 
have no raison d’étre? I doubt it. A company may be 
perfectly sound commercially, but may happen to be 
overdrawn at the moment when credit restrictions are 
applied and may not be able to liquidate its stocks in 
good time for meeting the emergency. On the other 
hand, another company may be thoroughly unsound 
commercially, but may possess at the time of credit 
restrictions sufficient liquid resources to weather the 








THE BANKER 





246 











storm. What orthodox economists mean when they 
talk about credit restrictions eliminating weak and 
unsound positions is that they eliminate firms which at 
the moment happen to be in an illiquid position. They 
have not, however, the courage and the intellectual 
honesty to say so. They deliberately convey the 
impression when advocating credit restrictions that the 
failure of the firms who become the victims of these 
measures is a process desirable for its own sake, that the 
firms which fail are in reality superfluous and undesirable 
and that the world is better off without them. Indeed, 
they seek to obtain approval of their policy by false 
pretences. 

Ignorant and malevolent people attribute a similar 
attitude to bankers in matters of credit restrictions. 
They want us to believe that bankers are in favour of 
deflating by cutting down credit, that they actually 
enjoy doing so. It is just amazing how anyone can 
possibly believe such an absurdity. I can imagine how 
distasteful it must be for branch managers to call in 
credits from their valued customers without any specific 
reason for doing so. The debtors are exactly as sound 
as they were yesterday and yet they have to be called 
upon to pay part or the whole of their overdraft according 
to instructions received from head office to reduce the 
outstanding amount by such and such a figure. Nor is 
it conceivable that the head office enjoys sending out such 
instructions. It would not do so unless it were compelled 
to do so by deflationary measures taken by the monetary 
authorities which reduced the basis for bank credits. 
It is not the branch managers nor the head offices that 
are responsible for the cuts they have to apply but the 
official monetary policy. Under the existing system 
banks have to maintain a certain minimum cash ratio, 
and if the amount of their deposits with the Central Bank 
is reduced through deflationary action on the part of the 
latter, they have no choice but to adjust their outstanding 
credits to the change. It is, therefore, most unfair to 
suggest that bankers are deflationists because they lend 
themselves as executors of the official monetary policy. 
They lend themselves to that task with the utmost 
reluctance and it is decidedly not to their interest to 
do so. 






































a a a a 





BANKERS AND DEFLATION 247 


If any bankers are responsible for deflationary credit 
restrictions it is only those who control the policy of the 
Central Bank. Even their responsibility has become 
considerably reduced during recent years. In the past, 
the directors of the Bank of England were allowed a free 
hand within certain limits in determining the monetary 
policy of the country. The tendency is, however, for mone- 
tary policy to be directed to an increasing degree by the 
Treasury, and the Central Bank confines itself to executing 
the policy decided upon by the Government. Those 
bankers who are inclined to deplore this curtailment of 
their influence should be reminded that it is not only 
their influence but also their responsibility that is being 
reduced. I am convinced that the change is decidedly 
for the better as far as bankers are concerned. If in 
future unpopular monetary measures have to be taken, 
it will no longer be possible to put the blame on the 
wicked bankers. 


Life Assurance in 1934 
By F. G. Culmer 


IFE assurance companies established some remark- 
able records in 1934, which in many ways was 
a most memorable year. The progressive returns 
of new Ordinary life business effected point unmistak- 
ably to great strides forward in this country’s march 
towards full recovery from its earlier depths of depres- 
sion, which in a lesser degree were indicated by the 
corresponding figures for 1933. Not only was the 
aggregate sum assured last year substantially in excess 
of the record standing to the credit of 1933, but with 
a very few exceptions the Life Offices have surpassed 
their previous best individual achievements in this 
connection. 

Among fifty-one of the home offices which have 
published their figures for last year, all except four 
exceeded their 1933 totals. Most of them set up new 
high records, while in the cases of the four exceptions 
the declines in sums assured were comparatively small 
and aggregated to no more than {465,844. That 
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amount compares with a total decline of {1,252,771 in 
the previous year, distributed among seven companies. 
The total net increase in new business figures for 1934 
amounts to nearly £23,500,000, as against a corresponding 
increase of £17,032,434 in 1933. 

The net new sums assured, after deducting reassur- 
ances, shown in the table accompanying this article, make 
up a total of over £196,000,000, which is a long way 
in advance of the previous highest record, viz., 
£169,522,953 in 1933. There are still a few life offices 
which have not yet made up their returns, and when 
these are compiled the complete aggregate of the year’s 
new business will be sure to exceed £200,000,000. This 
magnificent result has not, of course, been achieved 
solely in this country, for the figures include the foreign 
business transacted by the different offices, but the 
latter’s most prolific field of operations is the United 
Kingdom, in which the increasing demand for life 
assurance during the last few years has been a most 
striking and welcome feature. 

The figures in the following table will no doubt be 
perused with a good deal of interest. It will be seen 
that the Prudential has maintained its traditions with 
the splendid approximate total of £25,000,000, and 
altogether the group of industrial offices contribute 
close upon {56,000,000 to the grand total. These offices, 
with their widely-flung organisations, are specially well 
equipped for an extensive Ordinary Life campaign in 
addition to their industrial business. It has been 
impossible to complete the list with the figures of the 
London and Manchester, owing to that company not 
making up its accounts until towards the end of March, 
but it may be observed that for 1933-34 its new Ordinary 
life assurances amounted to no less than £4,058,988. 

Wholly significant of the growth of life assurance in 
this country is the largely increased volume of business 
effected by the Sun Life Assurance Society, which has 
no overseas’ connections. The Legal and General, too, 
makes an impressive showing with an increase of nearly 
two-and-a-half millions. As usual, this Society, which 
now confines its new business to without-profit policies, 
includes in its total of sums assured decreasing term and 
group life assurances, which amount to {£7,217,701. 
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Another office with an eight-figure total is the Norwich 
Union, which for the first time has reached the ten- 


million mark. 


Home OFFICES— 
Alliance 
AAAS iz. 
Beacon : 
Blackburn Assurance 
Britannic 
British Eq iuitable 
British General 
Caledonian ... 
Clerical Med. and Gen. 
Commercial Union 
Co-operative ... 
Eagle Star & Br. Dom. 
Equitable Life 
Equity and Law 
Friends’ Prov. & Cen. 
General Life ... 
Gresham Life... 
Guardian rr 
Law Union and Rock 
Legal and General 
Life Assoc. of Scotland 
Liverpool & London & Globe 
Liverpool Victoria Friendly... 
London Assurance 
London Life ... “f 
London and Scottish 
Nat. Farmers’ Union 
National Mutual Life 
National Provident ... 
North British & Mercantile. 
Northern , 
Norwich Union Life .. 
Pearl ... 
Phoenix . 
Provident Mutual 
Prudential 
Refuge 
Royal .. , 
Royal Exchange ‘i 
Royal London Mutual 
Scottish Amicable 
Scottish Life ... 
Scottish Provident 


Net sums 
assured 


in 1934. 
£ 


3,589,939 
3,200,000T 
878,235 
350,000 
3,640,000 
786,556 
660,474 
1,486,835 
2,110,000 
4,630,681 
3,102,903 
2,404,263 
I,500,000T 
2,909,577 
2,435,370 
2,840,292 
2,800,000 
1,569,061 
2,680,794 
14,539,451} 
1,529,534 
2,360,000 
3,482,120 
2,376,116 
2,503,452 
1,317,934 
365,511 
836,873 
1,525,000 
5,280,000 
1,259,874 
10,000,000f 
8,341,969 
3,700,000 
2,027,814 
25,000,000 
8,404,729 
4,623,000 
3,748,263 
5,004,786 
1,846,339 
1,785,453 
3,004,727 


t Approximate. 


Inc. (+) or Dec. 
) as compared 
with 1933. 
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366,954 
346,005 
8,646 
88,375 
457,977 
131,522 
6,404 
14,456 
117,011 
700,136 
427,779 
113,802 
410,999 
6,859 
547,478 
531,342 
632,642 
142,903 
315,733 
2,421,134 
53,017 
256,194 
888,068 
69,698 
10,321 
453,286 
88,050 
135,938 
134,210 
677,096 
118,029 
1,066,034 
419,762 
221,967 
128,814 
1,464,351 
1,482,078 
829,374 
742,042 
902,744 
160,547 
101,936 
129,481 
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Net sums Inc. (+) or Dec. 
assured (—) as compared 
in 1934. with 1933. 

£ £ 





Scottish Temperance a 1,433,285 } 48,091 
Scottish Widows’ _... ee 4,108,000 - 28,902 
Standard Life red sean 5,248,422 + 1,707,873 
Sun Life ~~ wn wh 18,406,103 + 3,266,686 
University Life sa ni 213,780 } 1,329 
U.K. Provident es ve 4,048,659 t 176,072 
Wesleyan and General oo 1,588,491 t 162,594 
Yorkshire _ ae 2,550,000T abe 655 


The Dominion ‘offices play an important part in 
dispensing life assurance to the assuring public in the 
British Isles. Of the aggregate sums assured given in 
the following table (£125,994,247—an increase of about 
£5,600,000 on the year) the sum of £17,574,731 con- 
stitutes the amount effected under policies issued in 
this country. The latter amount, representing a net 
increase of {£2,000,000, applies to nine of the offices 
embodied in the Table. Unfortunately, the figures of 
the other two are not yet available, otherwise the total 

Net Sums Inc. (+) or Dec. 
assured (—) as compared 
in 1934. with 1933. 
DoMINION OFFICES— £ £ 


African Life ... or a i 3,343,420 400,000 


1 
Ditto, U.K. only ... ss 317,345 — 69,920 
Australian Mutual Provident «+ 13,731,677 + 2,345,395 
Ditto, U.K. only ... es = Not yet known. 
Canada Life ... aie a ... 11,053,400 + 227,400 
Ditto, U.K. only ... ne on 2,768,100 — 175,900 
Colonial Mutual si es el 9,475,000 + 1,849,000 
Ditto, U.K. only ... ed api 2,526,465 + 453,930 
Confederation Life ... ae ses 9,645,000 + 1,661,000 
Ditto, U.K. only ... ne ae 1,710,000 - 184,000 
Imperial of Canada ... ve ee 5,762,097 + 676,097 
Ditto, U.K. only . aos 680,466 + 110,466 
Manufacturers Life of Cc anada ... 12,614,046 + 1,529,077 
Ditto, U.K. only ... 1,003,097 + 153,736 
Mutual Life & Citizens of Australia... 4,217,585 + 202,443 
Ditto, U.K. only ... ins Not yet known. 
National Mutual of Australasia... 9,119,607 + 1,542,162 
Ditto, U.K. only ... 1,419,008 + 126,748 
Southern Life Association of Africa 2,750,000 — 250,000 
Ditto, U.K. only . seis om 150,250 6,750 
Sun Life of Canada ... a ... 48,500,000 + 4,000,000 
Ditto, U.K. only ... _ _ 7,000,000 + 1,225,000 


+ Approximate. 
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would have been considerably larger, for the Australian 
Mutual Provident does a good deal of business over 
here. 

In view of the low rates of interest prevailing in 
respect of high-class Stock Exchange investments it is 
not surprising that there has been a _ well-sustained 
demand for annuities. When it is considered that, as 
compared with a gross yield of little more than 3 per 
cent. on a British Government security, an annuity 
affords a man of fifty an income at rates varying from 
about 6} to 7 per {100 of purchase money, at age sixty 
from about 8} to 8{ per cent., and at age sixty-five from 
about 9} to Io per cent. and over, it will be realised that 
this means of utilising capital is exceptionally attractive 
to people to whom the largest possible income is a prime 
necessity. 

The distinction of doing the greatest amount of 
annuity business in 1934 fell to the Equity and Law Life 
Assurance Society, which received the large sum of 
£2,055,899 in purchase money, an increase over 1933 of 
£262,365. Other big receipts in this connection included 
£1,900,000 (£100,000 less than before) by the Prudential, 
and {1,616,242 (£317,784 more) by the Legal and General. 
These are the most spectacular figures. Several other 
offices, too numerous to mention, had an active 
annuity campaign, as for instance, the Atlas (purchase 
consideration £570,000). 

As a direct outcome of the prevalent low interest 
rates, which, of course, render it very difficult for the 
life offices to invest their steadily accumulating funds on 
an adequately remunerative scale, a general revision of 
premium rates took place towards the end of 1934. As 
I pointed out in THE BANKER in December, when writing 
on the insurance outlook, the essential changes have been 
made without unduly burdening prospective policy- 
holders with higher costs. In fact, reduced premiums 
constitute an important feature of the revision. During 
the last few weeks several of the offices have announced 
the changes in their scales of premiums for different 
types of assurances. From these it is apparent that, 
while there has been a general disposition to proceed 
with the revisions on a more or less uniform principle, 
the various offices have found it incumbent to regulate 
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their premium rates in accordance with the circumstances 
individually peculiar to themselves. 

Generally, reduced premiums apply to whole-life 
with- and without-profit policies, and endowment assur- 
ances without profits; increased rates are enforced for 
limited-payment whole-life and endowment assurances 
with profits. In some instances there is a substantial 
reduction in premiums for whole-life with-profit policies 
at the younger ages at entry, with a small increase at 
the older ages. As is invariably the case with endow- 
ment assurances with profits, the increase in premiums 
is larger where the policy is of short duration, and smaller 
when it extends for a longer period. Similarly, in the 
case of endowment assurances without profits, the 
reduction in premium is largest in respect of the long- 
term policies. 

Naturally, a low rate of interest has a greater effect 
upon a short-term than on a long-term policy, while in 
the former case the rate of mortality among assured 
lives is of less importance. Hence, premium rates for 
long-term contracts have been reduced on the assumption 
that a continued improvement in mortality, which is 
expected, will counteract in a considerable degree the 
lower rate of interest. It seems permiss.ble to assume 
that the premium revisions have followed certain lines 
with the object of obviating any immediate interference 
with present scales of bonus. Policyholders affected 
will have noted with a good deal of satisfaction that the 
big industrial offices have this year maintained their 
bonuses on Ordinary life participating policies, and some 
of the purely Ordinary life offices have done the same. 

Actually no changes were anticipated, and there is 
little doubt that a successful mortality experience will 
prove, in all cases where periodical valuations are due 
to take place, an influential factor in swelling the surpluses 
from which bonuses are derived. It is important to 
recognise the fact that the decline in a life office’s invest- 
ment revenue, on account of current low interest rates, 
will be more or less gradual, owing to earlier invested 
funds yielding a higher rate of income. In other words, 
although the rate of interest earned now will be much 
smaller than that of a few years ago, the volume of 
revenue from the bulk of an office’s investments will not 
display anything in the nature of a devastating decline. 











LIFE ASSURANCE IN 1934 253 


In the accounts shortly to be published it will be 
found that the decline in net interest revenue will have 
been checked to a certain extent by the reduction of 
income tax under the last Budget by 6d. in the f. 
Whether a further amelioration of the tax-payer’s 
burden will be granted next April remains to be seen. 
It would have an appreciable effect on the income of 
the life offices, whose case is certainly a deserving one, 
for they are necessarily large tax-payers. In one sense, 
however, they are fairly treated, for the Inland Revenue 
authorities allow them, for the purposes of assessment, 
to set off their working expenses against interest earnings, 
which are rightly regarded as part of their stock in trade. 

In spite of the trade improvement, low yielding 
securities look like remaining the predominating feature 
of the investment market, and as long as cheap money 
prevails the investment aspect of life assurance will 
continue to assert its attractiveness to the public. 
With-profit policies constitute excellent investments of 
a remunerative character, and on the new basis of 
premium rates the cost from an income standpoint is 
essentially reasonable. As I have already explained, 
protective policies have been rendered still more attractive 
as an economic proposition by reason of reduced 
premiums, and from all points of view the public has 
good reason to be satisfied with the facilities afforded 
by the life offices, among which security is above all 
the greatest feature. 

Very soon now all the life offices will be issuing their 
reports and accounts for 1934, and these will make a 
satisfactory exhibit, especially as regards the improved 
status of the investment holdings. A large proportion 
of life assurance funds are invested in British Govern- 
ment securities, and in view of the substantial rise 
which the latter have enjoyed within the last twelve 
months, the various offices will be able to show a large 
amount of appreciation on their assets. This will mean 
a big addition to the internal reserves, and a great 
improvement in the already strong financial position of 
the companies. 

From the viewpoint of the British assuring public the 
outlook is in every way inspiring, and people have a 
direct incentive to entrust their money to the life offices, 
where it is immune from depreciation. A guaranteed 
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life policy is a most valuable contract. It forms the 
surest foundation of a person’s estate, and is, indeed, 
an economic necessity in every home. Great as was the 
progressive movement in life assurance last year, there 
is tremendous scope for further extension of its benefits 
to the community, and for this reason there is every 
prospect for the life offices to look forward to another 
bumper year in 1935. 


Appointments and Ketirements 


Barclays Bank. 
Mr. Hugh D. Carroll has retired from the service of 


Barclays Bank Limited, after a period of more than 
sixteen years as Assistant Secretary. Educated at 
Haileybury, Mr. Carroll gained his early banking experi- 
ence with Messrs. Holt & Co., the Army Agents, with 
whom he served from 1883 to 1890. He then forsook 
finance for a time, spending a number of years upon a 
family sugar plantation in the West Indies. It was not 
until 1902 that he entered the Bank, becoming Acting 
Manager at the Old Bank, Oxford. In the following year 
he joined the Head Office Inspection Staff at a time when 
that body comprised only three Inspectors (the other 
two then being the late Mr. Frederick Cox and Mr. A. W. 
Tindall Lucas), and it is very interesting to record that 
he was afterwards Assistant Inspector to Mr. W. Favill 
Tuke in the Cambridge District. Subsequently, Mr. 
Carroll assumed sole charge of inspection in the Sussex 
District and, later, his responsibilities were increased 
when, in addition, he took over the Colchester and 
Chelmsford District from Mr. R. W. Street. During the 
war, he was attached to the Secretary’s Office, being 
the Security Officer for the Bank during the latter part 
of that period, and in January, Ig1g, he received the 
appointment of Assistant Secretary from which he has 
now retired. 


County Bank. 
Mr. Arthur Mack, who has been in the service of the 


County Bank for forty-seven years, has retired from the 
office of General Manager. His successor is Mr. George 
Chatburn Sumner, who was previously Assistant General 


Manager. 
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Mr. Arthur Mack commenced his service with the 
Bank at Darwen Branch in 1887, and remained there 
until his transfer to Head Office in 1898. In November 
1899 he was appointed Cashier at Piccadilly Branch, 
Manchester, and in April, 1914, was moved to Oldham 
Branch as Sub-Manager, becoming Manager in October, 
1921. In July, 1923, he returned to Head Office as 
Assistant Manager, and was appointed Manager in 
January, 1928. In January, 1932, he was appointed 
Joint General Manager with Mr. George Harry Rothwell, 
and when the latter retired at the end of March, 1934, he 
became sole General Manager. 

Mr. George Chatburn Sumner started his duties at the 
Farnworth Branch in 1899, and later was moved to Bolton 
Branch, where he remained until 1920, when he was 
appointed an Inspector. He returned to Bolton in 
December, 1923, as Sub-Manager, and became Manager 
in 1929. In January, 1932, he was appointed an 
Assistant Manager of the Head Office, and in November of 
the same year Manager of Branches. In April, 1934, 
he became Assistant General Manager, and now succeeds 
Mr. Arthur Mack as General Manager. 


District Bank. 

Mr. William Relph Easterby has relinquished his 
duties as Managing Director of District Bank Limited 
after fifty years’ banking service. He is retaining his 
seat on the Board of Directors. Mr. Hargrave J. 
Dafforn has been appointed Chief General Manager, and 
is to be assisted by Mr. Robert Crerar and Mr. William 
Cunliffe as Joint General Managers. Mr. William Farrer 
Lonsdale, an Assistant General Manager is also to become 
Manager of Head Office. 

Mr. W. R. Easterby comes of a family closely 
associated with the County of Lancaster, his father 
having been for many years County Auditor, and his 
brother, Mr. Robert Fisher Easterby, being the present 
County Treasurer. He commenced his banking career 
with the Lancaster Banking Company at Preston, where 
he later became Sub-Manager. The Lancaster Banking 
Company in the meantime had been absorbed by the 
Manchester & Liverpool District Banking Company, 
now District Bank Ltd. In 1915 Mr. Easterby was 
appointed Sub-Manager at the Head Office, Manchester. 
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In the following year he became Manager. In 1922 he 
was elected to a seat on the Board and became Joint 
Managing Director with Mr. Angus A. G. Tulloch until 
the death of Mr. Tulloch in 1932. From that year until 
his retirement Mr. Easterby was sole Managing Director. 
Mr. Easterby is a past President of the Manchester & 
District Bankers’ Institute. He has always shown a 
deep interest in the training and welfare of the staff under 
his control, and in the wider field of commercial educa- 
tion. He is fond of sport—an ardent fisherman, a past 
Captain of the Preston Golf Club, and at the present time 
Captain of the Knutsford Golf Club. 

Mr. Hargrave John Dafforn commenced his banking 
career at the Bolton Branch of the Bank. He was 
subsequently transferred to the Head Office, Manchester; 
after some years on the Inspection Staff and as Head of 
the Securities Department he was appointed Sub-Manager 
at Head Office in 1916, and on Mr. Easterby’s appointment 
as Managing Director succeeded to the Managership in 
1922. Mr. Dafforn became Joint General Manager in 
1932 and has now been appointed Chief General Manager 
of the Bank. 

Mr. Robert Crerar has spent the whole of his banking 
career at the Head Office of the Bank, where in 1916 he 
succeeded the late Mr. A. C. Brewster as Secretary to the 
Managing Directors. He was appointed Manager of 
Branches in 1922 and a Joint General Manager of the 
Bank in 1932. 

Mr. William Cunliffe commenced at the Blackpool 
Branch of the Bank. In the examinations of the 
Institute of Bankers he won the “‘ Gwyther”’ prize for 
economics in 1908 and the “ Beckett Memorial ’’ prize 
in 1909. He was transferred to the Head Office, 
Manchester, in 1909, became Assistant Sub-Manager in 
1920, Sub-Manager in 1922, and was appointed a Joint 
General Manager of the Bank in 1932. Mr. Cunliffe 
for some years has held the post of Drummond-Fraser 
Lecturer in Banking at the Victoria University of 
Manchester. 

Mr. William Farrer Lonsdale entered the Bank at the 
Accrington Branch, subsequently being transferred to 
Blackburn and then to Head Office. During the war he 
served for four years with the Royal Welsh Fusiliers 
and the East Lancashire Regiment, and was awarded the 
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Military Cross. In 1920 he was appointed Assistant 
Accountant at Head Office, in 1924 Accountant, and in 
1932 an Assistant General Manager of the Bank. 






Kansallis-Osake-Pankki. 

Mr. J. K. Paasikivi, who has been in the service of the 
Bank for twenty years, has resigned from his position of 
General Managing Director of the Bank at Helsingfors, 
Finland. Mr. Paasikivi has, however, consented to remain 
a consulting member of the Board of Directors and will 
therefore still be able to place his experience and abilities 
at the disposal of the Bank. He will in the future be 
able to give more time to various public affairs which 
have always interested him. 












Lloyds Bank. 

The Directors of Lloyds Bank Limited announce that 
the Rt. Hon. Viscount Bearsted, M.C., has been elected 
to a seat on the Board. Viscount Bearsted is the 
Chairman and a Managing Director of the Shell Transport 
and Trading Company Limited, and a Director of M. 
Samuel & Company Limited and several other companies. 








Martins Bank. 

Mr. R. M. Holland-Martin, whose resignation from the 
office of Honorary Secretary to the Committee of the 
London Clearing Bankers was mentioned in the January 
issue of THE BANKER, has found it necessary, in view of 
the calls upon his time, in connection with his recent 
appointment as Chairman of the Southern Railway, to 
resign from the Deputy-Chairmanship of Martins Bank 
Limited. He will, however, continue to be a member of 
the General Board, and Chairman of the London Board. 
Mr. G. E. B. Bromley-Martin, London Managing Director 
of the Bank and a member of the General Board has been 
elected to succeed Mr. Holland-Martin as a Deputy 
Chairman. Mr. Edward Paul has resigned from the 
General Board and has been elected to a seat on the 
London Board. 

Mr. Bromley-Martin entered the service of the old 
Martins Bank Limited in 1900 and was appointed a 
Director in 1906. He became Managing Director in 1910 
and after the amalgamation of Martins Bank Limited 
with the Bank of Liverpool Limited in 1918 he was made 
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London Managing Director of the Bank of Liverpool & 
Martins Limited and was also appointed a Director of the 
General Board and elected to a seat on the London Board 
of the Bank. Mr. Bromley-Martin is Chairman of the 
London Board of the Liverpool & London & Globe 
Insurance Co., Ltd., and a Director of the Centra] 
Insurance Co., Ltd., the British North Borneo (Chartered) 
Company, the Eastern Bank Limited and Kodak Limited. 

Mr. Edward Paul was appointed a Director of the 
Bank of Liverpool Limited in 1912. In 1916 he became 
Deputy Chairman and held that office until 1918, when 
the amalgamation with Martins Bank Limited took place 
and the name of the Bank was changed to Bank of 
Liverpool & Martins Limited. In 1919 Mr. Paul was 
appointed Chairman of the Bank and continued in that 
position until 1921. He is Chairman of Ross T. Smyth 
& Co., Ltd., Yardley’s Wharf Ltd., London, Liverpool 
Grain Storage & Transit Co., Ltd., and George Lunt, 
Sons & Co., Ltd., Liverpool, and a Director of the London 
Board of the Royal Insurance Co., Ltd., and of the 
Agenzia Cereali & Grani Ltd., Genoa, and John Greenwood 
& Sons Ltd., Manchester. 


Williams Deacon’s Bank. 

The Directors of Williams Deacon’s Bank Limited 
announce that Lt.-Col. Sir Walrond Arthur Frank 
Sinclair, K.B.E., has been elected to a seat on the Board 
of the Bank. Sir Walrond Sinclair is Chairman and 
Managing Director of the British Tyre & Rubber Company 
Ltd., and the British Moulded Hose Company, Ltd. He 
is also Chairman of India Rubber, Gutta Percha & 
Telegraph Works Co., Ltd., Palmer Tyre Ltd. and 
C. W. Randall & Co., Ltd., and a Director of United 
Glass Bottle Manufacturers Ltd., and several other 


companies. 


Obituary 
Brigadier-General Sir Arthur Maxwell, 
Managing Partner of Glyn, Mills @ Co. 
Brigadier-General Sir Arthur Maxwell, who died on 


January 20, 1935, in his sixtieth year, was a man of 
outstanding personality. He had many friends in the 
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City and in other walks of life, for he threw himself 
whole-heartedly into anything which he undertook. 

In peace, as in war, General Maxwell devoted himself 
to the interests of the Territorial Army. He went to 
France in IgI5 as a Captain in the Post Office Rifles. 
He subsequently commanded his battalion, and was 
severely wounded at the battle on the Vimy Ridge. In 
1917 he commanded the 23rd London Regiment, and in 
July, 1918, became G.O.C. of the 174th Infantry Brigade. 
For his war services he was awarded the D.S.O. and Bar, 
and the C.M.G. After the war, in spite of a busy City 
career, he was an active member of the City of London 
Territorial Association and Chairman of its Finance 
Committee. For his services in this capacity he was 
made C.B. in 1925 and K.C.B. in 1931. 

General Maxwell entered the Civil Service in 1893 
and came to the City in 1905, as Secretary of Glyn, Mills 
& Co. He soon became known as a man who could 
‘‘ get things done.’’ In 1919 he became General Manager 
of Glyn, Mills & Co., and in 1923 a Managing Partner. 
He was elected a director of the Union Bank of Australia 
in April, 1924. He was a master of banking technique 
and of the fundamental principles of sound banking, 
to which the stability of our English banking system 
owes so much. He had a mind which delighted in having 
a problem to solve, and in finding a solution he displayed 
a peculiarly strong intuition for the essential and an 
uncompromising sense of fairness. 

His powers were given full scope when, in 1931, he 
and Sir William McLintock were left to unravel the 
difficulties of the Royal Mail Group. The size and 
complications of these problems has never been exceeded, 
and the scheme which should complete the last stage 
of their work is now before the Courts. 

In addition to his ordinary work as a banker, General 
Maxwell took an active interest in the Institute of 
Secretaries, of which he was President in 1923, and also 
in the Institute of Bankers, of which he was President 
in 193I and 1932. The presidential addresses which he 
made in those years are most interesting to read to-day. 
For thirteen years he was a member of the Governing 
Body of the City of London College, and in October, 
1934, he was appointed chairman. 

(seneral Maxwell was by birth an Ulsterman, and 
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throughout his life he showed abundantly the great 
qualities of that race. To his friends genial and generous, 
in affairs vigorous, straightforward and accustomed to 
command, he inspired and earned confidence by his 
frank good-heartedness and common sense. 

A. V. B. 


American Banking 
By a Correspondent 


ROM the second week in January up to the end of 
Fk the first week in February when this was being 

written the financial markets in the United States 
were paralysed by the suspense of waiting for the 
Supreme Court’s decision on the gold clause cases. The 
confident belief that had formerly been held by bankers 
that a decision against the government was “ un- 
thinkable ’’ had been shattered by the lame presentation 
of the case on the part of the government’s lawyers and 
the critical questioning of them by the Supreme Court 
Justices. There was almost no thought among bankers 
that the government would allow an adverse decision 
upon the constitutionality of its monetary measures to 
force it to reverse the policies it had adopted in connec- 
tion with devaluation of the dollar. But there was a 
very lively fear that in seeking to avoid such a consequence 
the administration would be constrained to enact further 
measures of doubtful constitutionality or again to proclaim 
a state of national emergency. Either of these events 
would accentuate the uncertainty which surrounds 
business and financial dealings. 

What effect the suspense over the gold clause cases 
will have upon the spring revival of business remains to 
be seen. There were evidences late in January and early 
in February of a general reluctance to make commit- 
ments, particularly those involving the use of credit. 
Prior to this time all indications had pointed to the most 
active season of industrial operations in any first quarter 
since 1931 and there had been a general quickening in all 
branches of trade. 

On February 4, President Roosevelt sent to Congress 
the most important piece of banking legislation to be 
proposed since the Banking Act of 1933. The Banking 
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Act of 1935 as the new bill is called is an omnibus measure 
divided into three parts. 

Title 1 deals with the Federal Deposit Insurance 
Corporation and provides that in place of the so-called 
permanent plan, highly obnoxious to bankers, which was 
scheduled to go into effect on July Ist next, a new plan 
continuing in the main the provisions of the existing 
temporary plan and fixing assessments upon the banks 
at an annual maximum limit of 1/12 of I per cent. of gross 
deposits should be established. While not entirely to 
the liking of the large banks, which will in effect be com- 
pelled to pay the insurance premiums of smaller institu- 
tions, the proposed legislation is as good as could be 
expected and will be supported by the banking com- 
munity. 

Title 3 of the bill deals principally with technical 
amendments designed to correct errors in the loosely 
drawn Banking Act of 1933. The heart of the bill is to 
be found in Title 2 which drastically amends the Federal 
Reserve Act so as to concentrate control of the Federal 
Reserve system in the hands of the Presidentially- 
appointed Federal Reserve Board and to abolish the 
automatic checks upon credit expansion and contraction 
originally written into the Federal Reserve Act in favour 
of discretionary control by the Reserve Board. 

The new legislation scraps the original philosophy of 
the Federal Reserve System. In effect it will convert the 
system into something closely approaching a government- 
controlled central bank. The spirit of the new bill is in 
sharp contrast with that of the Banking Act of 1933, for 
whereas the latter was concerned with placing restric- 
tions upon the Banking System which would prevent a 
recurrence of the expansion of the boom period, the new 
act is calculated to make credit expansion easier. 

The bill seeks to concentrate control in the Federal 
Reserve Board in two ways: First, by setting up an open- 
market committee of five, three of whose members shall 
be members of the Federal Reserve Board, which shall 
dictate the credit policy of the System ; Second, by 
combining the offices of Chairman of the Board of Direc- 
tors and Governor at each of the twelve Federal Reserve 
banks and giving to the Federal Reserve Board the right 
to veto the election of any Federal Reserve Bank 
Governor. It provides for placing in the hands of the 
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present administration control of the Federal Reserve 
Board by the simple expedient of fixing a retirement age 
which will shortly vacate three places on the Board. 

In place of the somewhat rigid eligibility rules which 
formerly governed banking assets discountable at the 
Federal Reserve Banks the new bill provides that “ any 
sound asset of amember bank shall be eligible for discount 
at a Reserve Bank, subject to regulations of the Federal 
Reserve Board.” It also provides that collateral require- 
ments for the issue of Federal Reserve Notes shall be 
abolished, although provision for a minimum reserve of 
40 per cent. in gold is retained. In effect this means that 
should there ever be a recurrence of the nation-wide bank 
run that led to the banking holiday of March, 1933, no 
technical impediment would stand in the way of the 
conversion of virtually all bank deposits into currency. 
The banks could discount all their assets at the Federal 
Reserve and the Federal Reserve could issue currency 
without restriction as to the collateral behind it. 

Counter-balancing to some extent these provisions 
for expansion is a provision authorising the Federal 
Reserve Board to change from time to time the reserve 
requirements as to any or all Federal Reserve districts and 
as to time or demand deposits. There is also a provision 
greatly expanding the authority of member banks of the 
Federal Reserve System to make loans on real estate. 

As will be noted, most of these changes have been 
anticipated in one form or another by the emergency 
legislation enacted in the past two years. All of that 
legislation, however, was originally enacted as having a 
strictly temporary character, whereas the new bill is to 
change permanently the fundamental character of the 
Reserve System. 

Senator Carter Glass of Virginia, who is known as the 
father of the Federal Reserve Act, has already served 
notice that he will fight to defend his offspring from the 
metamorphosis now proposed by the New Deal. He will 
undoubtedly attract valiant support to his side and will 
probably succeed in modifying the legislation, but the 
Administration had foreseen his opposition and taken 
steps to forestall it to some extent by routing the legis- 
lation through other channels than the Glass Sub- 
committee which would ordinarily handle it. 

The Banking community is likely to be sharply 
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divided in its opinion on the measure. To the extent that 
the bill seeks to scrap the so-called ‘‘ automatic checks,”’’ 
which have in practice proved unworkable, and to 
substitute managerial discretion, it is in line with modern 
central banking ideas. Most bankers would approve of 
such a course save for one factor. That is the fear that 
management as it is established in the bill will turn out 
to be political in character and that discretion will in 
practice be political expediency. 

The first month of the year witnessed a further piling 
up of excess reserves in the banks through the operation 
of gold imports, the seasonal retirement of money in 
circulation and Treasury disbursements. Reserves of 
member banks of the Federal Reserve System rose by 
more than $500 millions in January, and the excess ol 
reserves over legal requirements reached a new high 
record of about $2,200 millions against required reserves 
of about $2,300 millions. 

As has been the case for some time the additional 
funds injected into the banking system continued to 
expand deposits but brought no increase in bank loans and 
investments. The following table shows the principal 
changes in deposits and loans and investments of report- 
ing member banks of the Federal Reserve in g1 leading 
cities as of January 30, 1935, compared with a month 
and a year ago: 

Increase or 
decrease since 


Jan. 30, Dec. 26, Jan. 31, 
1935 1934 1934 

$mill. $mill. $ mill. 

Net demand deposits ... a 3 14,027 + 476 + 2,909 
Total loans and investments ... Sah 18,244 — 33 +. 1,123 
Loans on securities ad i psy 3,024 — 48 585 
Other loans sa “a ie = 4,537 — 44 —- 203 
U.S. government direct obligations ... 7,237 + 46 4 1,451 
Other securities Le +3 hs 3,446 I4 400 


The last month’s movements show that demand 
deposits have expanded, while earning assets have 
undergone little change. This divergence is probably 
due to gold imports and the return of currency from 
circulation, the latter being the predominating factor. 
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French Banking 


By M. Mitzakis 
Wm M. Flandin formed his Government he 







announced his intention of pursuing a policy of 
cheap money. Events have proved once more 
that politicians are not in a position to dictate the course 
of events, for ever since the moment when M. Flandin 
declared himself in favour of credit expansion money 
has become scarcer and dearer on the Paris market. 
The tighter conditions began to manifest themselves in 
November and became more distinct in December. In 
January, contrary to anticipations, monetary stringency 
became considerably accentuated. It is true that after 
the turn of the year, there was a slight decline in money 
rates, but it proved to be of short duration. During 
the second half of January, rates increased considerably 
and by the end of the month they were in the vicinity 
of the official re-discount rate of the Bank of France. 
End of Endof End of 
Nov., Dec., Jan., 
1934 1934 1935 




















Banque de France, rediscount rate 







Market rate of discount... bi a” } 1% 2 
Day to day money .. a ; I 1} 
Loans on Bons de la Dé fense Nationale : 
Market rate for rt month .. - - 12 24 2h 
Market rate for 3 months 1} 24 } 





Rates of loans on securities :— 
On the Parquet oe - aa 
On the Coulisse .. - és 4 4 4} 

The market rate ee advanced from 1}? per 
cent. at the end of December to 2} per cent. at the end 
of January. The rate for loans on Bons de la Défence 

Nationale remained at 2} per cent. for one month and 

three months, but the volume of business was so small 

that those rates were more nominal than effective. 

Day to day loans advanced during January from 1 per 

cent. to 14 per cent. 

This increase in interest rates took place in spite of 
the intervention of the Caisse des Depdts et Consignations. 

This institution, in accordance with the Government’s 
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desires, endeavoured to expand its loans to the market. 
Instead of confining itself to advances from one, two or 
three months on the security of Bons de la Défence 
Nationale, it began to grant loans for 15 days at 2} per 
cent. This change in policy was deliberately intended 
to mitigate the tension which manifested itself in the 
market and which resulted in a scarcity of short term 
funds. 

The main cause of the monetary stringency is the 
anticipation of the issue of five milliard francs of new 
Treasury bills. The Government has obtained authority 
from Parliament to increase the maximum limit of 
Treasury bill issue from ten to fifteen milliard francs. 
In the course of the debate in the Senate, the rapporteur 
general of the budget, M. Abel Gardey, announced that 
the requirements of the Treasury for the first quarter of 
1935 amounted to seven milliard francs. Consequently 
the market took it for granted that the issue of the five 
milliards of Treasury bills would not be delayed for 
very long. It is believed that the issue actually began 
at the end of January, but it is impossible to confirm 
this assumption, since contrary to the practice of the 
sritish Treasury, the French Treasury does not publish 
any figures of its floating debt. 

However it may be, the mere threat of an early 
Treasury bill issue was sufficient to induce the banks to 
become reluctant to grant credit. Knowing that the 
substantial amount of new Treasury bills would come to 
the market, the banks were only prepared to lend at 
high rates. Interest rates thus increased before the 
Government had even begun to absorb the funds avail- 
able in the market. This attitude of the banks is not 
surprising, since they have always regarded with dis- 
approval the decline in money rates. When at a given 
moment, funds were plentiful, the banks preferred to 
abstain from lending so as to prevent a further decline 
in interest rates. Their policy, especially that of the 
leading commercial banks, always aimed at preventing 
money rates from becoming cheaper. In January, they 
were all the more in a position to demand from their 
borrowers higher interest rates as the issue of new 
Treasury bills was expected to cause a rise. 

It is not even certain whether the French Govern- 
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ment will be able to place the total of the five milliards 
of Treasury bills. Although the funds of the banks are 
still substantial, the capacity of the Paris money market 
to absorb such an issue is very limited. The leading 
banks make it a rule not to take up bills beyond the 
limit of their requirements and to preserve carefully a 
cash supply sufficient to save them from having to fall 
back upon the Bank of France. Like the clearing banks 
in London they want to avoid making use of the facilities 
of the Central Bank. In fact, the Minister of Finance, 
M. Germain Martin, has made provisions to meet the 
case, if the money market cannot satisfy the Treasury’s 
requirements for he has reserved the right to issue 
instead of Treasury bills, medium term Treasury bonds 
which would be placed with the public. In that case, 
there would be no difficulty in raising the funds but the 
bonds would have to be issued at the high rate of 5 per 
cent. instead of 2} per cent. The Government has 
therefore, every interest to issue Treasury bills instead 
of bonds. 

The debates which took place in the Chamber and 
Senate enabled M. Germain Martin to define the policy 
he intended to pursue in the matter of short-term credits. 
He did not conceal his intention of asking the Bank of 
France to discount Treasury Bills freely. Until now, 
the Central Bank has discounted them only in excep- 
tional cases and for small amounts. Henceforth, it will 
adopt a more liberal attitude. The Minister of Finance 
hopes that in making Treasury bills eligible for re- 
discount by the Bank of France, it will be easier for him 
to place the five milliards. This policy was not received 
very favourably by Parliament. It was feared that it 
might lead to the recurrence of the events of 1924-1926, 
when the French Treasury covered its requirements by 
discounting bills with the Bank of issue. M. Germain 
Martin endeavoured to allay these fears. He declared 
that the Bank of France would remain in control of the 
situation and would fix the terms on which it would 
admit Treasury bills for re-discount. In any case, the 
Treasury bills re-discounted by it would be repaid on 
maturity and would not be renewed automatically. 
Thus, the innovation would provide merely temporary 
facilities to the market and not an indirect loan to the 
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Government. In such conditions, the re-discounting of 
Treasury bills does not constitute any danger. The Bank 
of France does not seem to have as yet modified its 
policy. Since the advent of the new Governor, 
M. Tannery, there has been no change in its policy of 
re-discount and advances. Contrary to what was 
announced, the rates were left unchanged and at the date 
of writing were still at 24 per cent. for the re-discount and 
44 per cent. for advances. The Bank return does not 
show any noteworthy changes. 
End of Endof End of 
Nov., Dec., Jan., 
1934 1934 1935 











ASSETS. (millions of francs) 
Gold reserve .. ie .. 82,097 82,124 82,014 

Foreign exchange reserve (total) ws ms 739 741 740 
Sight - - - i re 9 II 10 
Time , ~ “a ts ‘ 730 730 730 

Discounts (total “a ns ‘i - 3,289 4,194 4,226 
Bills on France... - “i 3,068 4,003 4,203 
Bills on foreign countries. ‘a - 221 191 223 

Advances on bullion ‘“ ai - 1,451 1,445 1,174 

Advances on securities ss re si 3,228 3,211 3,149 

3onds on the Caisse Autonome .. i 5,898 5,837 5,837 
LIABILITIES. 
Note circulation i .. 81,879 83,412 81,686 
Current and deposit accounts (total) 20,35I 19,076 20,225 
Of which— 

Treasury és -" wa ‘ 7 1,910 962 + =1,064 
Caisse Autonome .. a Ba e 2,919 2,755 2,688 
Private accounts .. i - .. 15,314 15,109 16,295 
Sundry ‘ “a * i 208 250 178 

Total of ‘ight liabilities ii “ .. 102,231 102,489 IOI,QII 

Percentage of goldcover .. oF .. 80-31% 80-13% 80-48% 


Discounts amounted to 4,226 million francs at the end 
of January against 4,194 million francs at the end of 
December. The increase is too insignificant to indicate 
any definite tendency. Advances on securities declined 
from 3,211 millions to 3,149 millions. The most important 
change was in the item advances on bullion, the amount 
of which declined in January from 1,445 millions to 
1,174 millions. This is probably the result of the repay- 
ment of an advance secured by gold granted by the 
Bank of France to some foreign Central Bank, since 
such a change cannot be the result of any internal 
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transactions. On the liability side, there was a sharp 
decline of the note issue from 83,412 millions to 81,686 
millions, but this was largely compensated by an expan- 
sion of current accounts and deposits, the amount of 
which increased from 19,076 millions to 20,225 millions 
during January. The total sight liabilities declined from 
102,489 millions to 101,911 millions. As a result, not- 
withstanding a slight decline of the gold reserve, the 
reserve ratio increased from 80-13 per cent. to 80-48 per 
cent. It is possible that in the course of the next months, 
the bank return will show substantial changes. Even 
though the Bank of France did not indicate that it 
intended to follow the policy outlined by the Govern- 
ment, an increase in its discounts may take place, either 
through re-discounting Treasury bills or simply through 
the tighter money conditions. Given the present high 
level of market rates of discount, the market will 
necessarily have to avail itself of the facilities of the 
Bank of France all the more, as funds are becoming 
scarcer, and will continue to become scarcer as and 
when the Treasury issues the new bills. There is no 
need, however, to expect a marked increase in the 
re-discounts of the Bank of France. The actual report, 
submitted to the shareholders’ meetings held on 
January 31, indicates that the Bank of France intends 
to remain faithful to the policy it has pursued up to now. 
It is determined to defend the stability of the franc. 
There is reason to suppose, therefore, that should there 
be an excessive call upon its facilities, it will not hesitate 
to raise the Bank rate. Such a measure would not be 
in accordance with the cheap money policy desired by 
M. Flandin’s Government, but it will be imposed by 
circumstances. For the Bank of France the chief 
consideration is always to safeguard the stability of the 
franc. 


German Banking 


By a Correspondent 
HE general reduction of interest rates began in 
Germany sooner than the public had anticipated. 
The first two mortgage bond issues during the first 
half of January (10 million reichsmarks for the Mortgage 
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Bank of Hamburg and 20 million reichsmarks for the 
Bavarian Mortgage and Exchange Bank) showed that 
there is capital available for securities yielding only 
43 per cent., and that holders of mortgage bonds with 
higher yields are prepared to convert against the payment 
of a cash bonus. The Government was not slow to draw 
its conclusions from the result of these issues. On 
January 24 it published the Conversion Law, which 
affects mortgage bonds and municipal bonds bearing 
interest of 6 per cent. or higher. The total amount 
involved is about 8} milliard reichsmarks, an item which 
is as important for the German capital market as the 
Government loans are in foreign capital markets. On 
the basis of the Conversion Law, all the issuing institu- 
tions of mortgage bonds and municipal bonds made an 
offer to convert the bonds on a 43 per cent. basis as from 
April I, 1935, against payment of a cash bonus of 2 per 
cent. In the absence of any demand for repayment the 
offer is regarded as being accepted. Those who do not 
want to accept the offer have to notify their dissent 
within ten days (for foreign holders within 20 days and 
for overseas holders within 40 days) and to deposit their 
securities. No provisions have been made, however, for 
cash repayments to those who are unwilling to accept the 
offer, and the fate of dissenters is still obscure. On the 
stock exchanges only the new 43 per cent. bonds are being 
quoted in place of the higher interest bearing bonds. The 
holdings of dissenters are no longer quoted and are no 
longer accepted as collateral for loans. 

These circumstances make it appear probable that the 
number of dissenters will be very small. According to 
provisional estimates, the offer was only refused by some- 
thing like } per cent. of the total involved. Possibly 
in the final result this figure may rise to 4 per cent. or 
I per cent. Even the latter is, in comparison with the 
foreign conversions of Government loans during the 
last few years, an exceptionally low rate. Thus, the 
conversion was exceptionally successful. It is also to be 
emphasised that after the announcement of the Conversion 
Law the number of selling orders on the part of the public 
was very low. 

As we pointed out in THE BANKER a month ago, the 
absorbing capacity of the German capital market had by 
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1934 become rather substantial. It was suit to place 
one milliard reichsmarks of fixed interest bearing 
securities, in spite of the fact that, at the same time, the 
participation of private capital in the construction of 
houses increased. On the Bourse, since the second half 
of 1934, low interest bearing securities were favoured 
in anticipation of an early conversion of the high interest 
bearing securities. The rates of the former have advanced 
considerably towards parity. Another indication of the 
increased absorbing capacity of the capital market is 
that the 4 per cent. loan of 1934 of the Reich, a large 
part of which had to be taken over originally by the 
Reichsbank, appreciated during the last few weeks, 
enabling the Reichsbank to unload a large part of its 
holdings. The attraction of shares for capital available 
for investment is slight. Prospects of dividend increases 
are not very favourable, especially as in accordance 
with the regulations cash dividends are limited to 6 per 
cent. or to 8 per cent. according to circumstances. What 
is more important is that there is reason to expect that 
during 1935 the absorbing capacity of the German capital 
market will increase further, and that this will fore- 
shadow a further decline in long- term interest rates. 

Simultaneously with the announcement of the Con- 
version Law, it was announced that the association 
of German Savings Banks had taken over from the 
Government of the Reich a 43 per cent. loan of 500 
million reichsmarks at a price of 98} per cent. The 
actual yield is 4-65 per cent., while that of the loan of 
1934 was 5°17 per cent. The fact that the Savings 
3anks are able to take over this loan shows the extent of 
the formation of new capital in the form of small savings. 
The increase of large fortunes in consequence of various 
measures of economic policy is less evident. During the 
first quarter of 1934 deposits with German Savings Banks 
increased by 4 milliard reichsmarks, and it is expected 
that the figure will be exceeded this year. The Govern- 
ment will use the proceeds of the new loan for the repay- 
ment of unemployment relief bills, so that those who have 
so far carried these bills, among others the Reichsbank, 
will thus obtain liquid resources. 

The Berliner Handels Gesellschaft and the Reichs 
Kredit Gesellschaft were the first among the five leading 
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Berlin banks to publish their annual reports. These two 
banks, which have no branches, were able to pay a 
dividend even for the crisis year of 1931. They have now 
raised their dividend to 6 per cent. for 1934 against 5 per 
cent for the two previous years and 4 per cent. for 1931. 
The earning capacity of German banks was smaller last 
year than in 1933. It is true that the fall of interest rates 
was compensated for by an increase of commissions as a 
result of the revival of bourse activity, but overhead 
charges increased as a result of unremunerative work 
involved in the new exchange restrictions. What is 
more important, however, is that the amount that had to 
be written down for bad debts further declined as frozen 
credits were released through the trade revival. The two 
banks were all the better in a position to increase their 
dividends as their losses during the crisis were smaller 
than those of the three other banks. Moreover, the 
undistributed profits brought forward from last year 
amounted to 43 per cent. of the capital in the case of the 
Berliner Handels Gesellschaft and 3} per cent. in the 
case of the Reichs Kredit Gesellschaft. 


BerlinerHandels Reichs-Kredit 
1933 1934 1933 1934 


Rm. millions 


Interest... en sis ‘we 5°04 4°80 6°53 6°54 
Commissions sii si ‘se 3°25 3°54 5°13 4°31 
Securities and Participations, 

Special earnings... I-00 0°50 — I+ 32 
Overhead charges ... 6-45 7°02 9°36 9°36 
Written off 1°00 i -— — 
Net Profit ... 1°84 1-82 2°30 2:81 
Dividend I*40 1-68 2+00 2+40 
Per cent. ve ‘ss was 5 6 5 6 
Capital det wok ss ... 28:00 28:00 40°00 40°00 
Reserve... aba ios ... 10°00 10:00 20:00 20:00 
Outside resources ... ae ... 203°95 199°45 438°07 439°13 
Balance sheet total me ... 277°18 27219 513°89 517-10 


The decline in outside resources for the two banks 
was arrested in 1934, even though the actual average of 
deposits was smaller than in 1933. There was a further 
withdrawal of foreign deposits through the application of 
the provisions of the standstill agreement enabling 
creditors to convert their claims into registered marks. 
In the case of the Berliner Handels Gesellschaft the 
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foreign debts represent now less than 20 per cent. of the 
total liabilities, while in 1931 they amounted to nearly 
50 percent. In the case of the Reichs Kredit Gesellschaft 
foreign liabilities declined from 874 million to 82 million 
reichsmarks. This institution, however, received pay- 
ment to the credit of Reichsmark accounts of foreign 
creditors which was a multiple of the decline in its 
liabilities expressed in foreign currencies. On the assets 
side both banks experienced a decline in their loans, and 
their liquidity has further improved. This was due to 
the fact that the trade revival is financed by the authori- 
ties, so that demand for new commercial credits remains 
smaller than the repayment of old credits. Since public 
works are financed by bills, the bill holdings of the two 
banks increased last year considerably. The Berliner 
Handels Gesellschaft used in 1934 part of its liquid 
reserves for the purchase of securities, since the new 
German Bank Act authorises banks to include certain 
securities in their statutory liquid reserves. Such 
investments have the advantage of a higher yield com- 
pared with bill holdings, in addition to the capital 
appreciation from the rise of fixed interest bearing securi- 
ties. In spite of the increase of the dividend announced 
by these two banks, which do not possess branches, it is 
expected that the three leading Berlin banks with 
branches, the Deutsche Bank und Disconto-Gesellschaft, 
the Dresdner Bank, and the Commerz-und Privatbank 
will pass their dividend once more. It is assumed that 
the earnings of these three banks remained unchanged, 
and that the thawing of frozen credits continued. Not- 
withstanding this, these banks may prefer to strengthen 
their reserves. Even in the absence of dividend payments 
the price of the shares of these banks is further increased, 
since the progress in the consolidation of the banking 
situation makes these shares appear an attractive 
investment in the long run. 














Latin America 


By a Correspondent 


HE outstanding recent event in the South 
American banking sphere has been the adoption 
of an extensive programme of financial reform in 
the Argentine. The scheme is of such a comprehensive 
nature that undoubtedly considerable time and energy 
were devoted to its preparation, and, although unconfirmed 
rumours had previously been prevalent, the publication 
of the scheme and its prompt submission to Congress 
came as something of a surprise to even well-informed 
circles. The proposals comprise five inter-related projects, 
the two most important of which relate to the creation 
of a Central Bank as well as a general Banking Law, both 
of which adhere very closely to the structures designed 
in the Niemeyer Report of 1933, although with certain 
adjustments to Argentina’s peculiar economy. The three 
other projects relate to the creation of an Institute for the 
gradual liquidation of bank assets at present frozen in 
local industry; slight modifications to the laws of the 
Bank of the Argentine Nation and the National Mortgage 
Bank; and, finally, an Organisation Law providing for 
the creation of a committee of experts representing varied 
economic activities, in accordance with whose recom- 
mendations the other projects will be gradually adopted. 
The new laws cannot be regarded in any way as a 
reflection upon the previous conduct of banking in the 
Argentine, nor on the general banking position, which is 
sound. The true view is that they represent the legal 
abandonment of an archaic credit system, particularly 
by the unification in the Central Bank of certain functions 
at present scattered, such as rediscount operations, the 
care of the circulating medium, and the regulation of the 
foreign exchange value of the national currency. This is 
made clear in a lengthy explanatory message which 
accompanies the Laws and which statesthat Argentina’s 
economic situation has recovered to an extent which 
justifies putting into effect the proposed wide scheme of 
reconstruction. 
The minimum gold reserve to be held by the Central 
Bank is 25 per cent. of note circulation and sight liabilities, 
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although it is hoped that the reserve will be maintained 
at well above this minimum. Restoration of the con- 
vertibility of the currency is provided for, but will 
remain in suspense until ordained by special law. 
The Message points out that Argentina is a new 
country in a _ state of development which has 
absorbed and will possibly continue to absorb foreign 
capital, and is also an agrarian country exposed 
to violent fluctuations in exports, so that emphasis is 
laid upon the functions of the Central Bank in adjusting 
the international balance of payments through its 
ample gold reserves so as to obviate disturbing effects 
upon internal credit conditions. The capital of the Bank 
is to be 30 million pesos, subscribed in the first place by 
the Government as to 10 million pesos, as to a further 
10 millions by existing banks with a capital of not less 
than one million pesos, and as to the balance of Io millions 
by any banking entities which in the future may have a 
capital of over one million pesos. Although the Niemeyer 
Report proposed that the President and Vice-President 
should be elected by the Shareholders, the present law 
provides that the Government will nominate these two 
officials, but as they will hold office for seven years, they 
should be independent of political changes. Of the twelve 
Directors, one will also be nominated by the Government, 
one elected by the Bank of the Argentine Nation, and the 
ten other Directors by the shareholding banks, provided 
that there must be one representative each of the 
agricultural, livestock, manufacturing, and merchanting 
interests. The Government will transact all its banking 
operations with the Central Bank, but advances to the 
Government are limited to twelve months and will be 
for a limited amount and cover only seasonal or temporary 
shortages in revenue. The Central Bank will also 
administer the new Banking Law, with powers of 
supervision of the banking industry. In this connection, 
however, the Message states that the Banking Law 
establishes a régime of control without interfering with 
the legitimate activities of banks or their freedom of 
action or the confidential character of their operations, 
whilst most of the banks already have cash holdings 
considerably above the new legal minimum established. 

As soon as the capital of the Central Bank has been 
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subscribed by the shareholding banks, as well as the 
stipulated part of their cash holdings deposited with 
the Bank, the latter will be ready to receive the transfer 
of the different elements of which it is to be constituted. 
The present Rediscount Committee, the Autonomous 
Board of Amortisation, and the Conversion Office are 
to be suppressed and all their assets and _ liabilities 
transferred to the Central Bank, together with the 
official deposits of the Bank of the Nation, as well as 
the Exchange Profit Fund and the Foreign Currencies 
Fund. In this connection, it may be recorded that 
since December, 1929, the gold held by the Conversion 
Office has been sterilised inasmuch as the delivery of 
gold against paper has been suspended. The gold holding 
of the Office is equivalent to nearly £50,000,000 (gold) 
and will in itself, therefore, constitute a substantial gold 
reserve for the Central Bank. The Exchange Profit 
Fund, which is also to be transferred, arises from the 
margin between buying and selling official exchange, 
and, according to a recent official statement, the profit 
realised in the ten months ended September, 1934, was 
91,200,000 pesos (£6,080,000). The balance of this Fund 
on hand at 30th June, 1934, of some 72,000,000 pesos 
(£4,800,000), had been converted into gold and deposited 
in London in order to form an exchange equalisation 
fund—this being presumably the Fund of Foreign 
Currencies referred to in the Message, which states that 
that Fund is destined to play a very important part in 
the period of transition which the currency will have to 
traverse, and that it should therefore be provided with 
ample resources. In this connection, it is thought that 
while the present system of exchange control endures 
and grain prices are maintained, the exchange profit 
must continue to augment. 

A Currency Committee will be created under the Law 
of Organisation, whose functions will be to establish the 
procedure for granting prior exchange permits and to 
study claims presented by importers. It would therefore 
appear to be the intention still to control imports by 
means of a continuation of the present system of prior 
exchange permits; further, as there is a stipulation in 
the Law of Organisation that a surcharge on exchange 
of anything up to 20 per cent. will be payable on imports 
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effected without an exchange permit, it is apparently 
the intention to maintain both the official and “‘ free” 
exchange markets, with differences in the respective 
rates up to the percentage margin mentioned. The 
practical effect of this arrangement will be to maintain 
an increased cost for imports paid for by “‘ free ’’ exchange, 
thereby restricting such imports. The percentage of 
marginal difference between the two exchange rates has 
latterly tended steadily to contract and is now under 
I2 per cent. 

In regard to the Brazilian situation, considerable 
uneasiness was caused by the brief delay which occurred 
in the payment of the external debt service due at the 
beginning of January. These doubts were only partly 
alleviated by the announcement that the February 
coupons would be duly met. In the meantime, it has 
become clear that the exchange position in Brazil is very 
difficult mainly on account of the decline in the exports of 
cofiee. All allocations of official exchange for imports by 
the Banco do Brasil was recently suspended, from which 
it follows that the system of the preferential allotment of 
exchange to countries purchasing Brazilian coffee has 
also been dropped for the time being. It was subsequently 
announced that as from February 11 all export ex- 
change would be sold in the “free’’ market, the 
Banks however to retain 35 per cent. to be passed to the 
Bank of Brazil for Government requirements, so that 
it would appear that all countries exporting to Brazil 
are placed on an equal footing so far as payments 
for shipments after February II are concerned. The 
position in regard to unremitted payments for former 
shipments, however, is obscure. Additional taxation 
of a minor character is being imposed upon coffee, 
and the outlook has been rendered even more obscure 
by the fact that the National Coffee Council has with- 
drawn from direct intervention in the local markets. 
Meanwhile, events await upon the results of the visits 
of the Brazilian Financial Mission to both New York and 
Europe, and British interests will certainly expect equit- 
able treatment in view of the fact that Great Britain is 
the largest importer of Brazilian products other than 
coffee. 

The Chilean Congress has passed the Bill allocating 
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Government revenue from nitrate and copper towards 
the partial restoration of the external debt service. 
This measure, however, does little more than formulate 
a principle; the actual scheme by which any measure of 
compensation is to be afforded to the bondholders has 
still to be worked out, and, in any event, it is considered 
that this could be on only an attenuated scale. Here 
again, the market awaits the upshot of the visit of the 
Chilean Mission to London and New York, but it may be 
recorded that nitrate exports continue definitely to 
recover, although world prices are low. Although the 
Chilean export surplus for the first eleven months of 
1934 was nearly doubled—at 248 million pesos of 6d. 
gold—this presents no real criterion of the prospects 
of capacity to resume payments on the external 
debt, as a large proportion of the value of exports is 
earmarked for the payment of outstanding trade debts to 
the many countries with which Chile has compensation 
agreements. However, the tendency towards inflation 
in Chile has been definitely checked and internal conditions 
continue to show recovery, although it would not be 
surprising if the rate of progress slows up slightly in the 
early future. 

Peruvian trade is better, although sugar prices 
remain at a very low level, and the Government has been 
obliged to formulate a plan for financial assistance to the 
sugar industry. This plan is, in fact, regarded as not 
fully adequate to meet the immediate needs of the 
situation. The Central American coffee situation has 
deteriorated, largely owing to the import restrictions in 
Germany, but new markets are being found in the United 
States. In Salvador, the newly-formed Banco Central de 
Reserva is working smoothly, and a Law has recently 
been passed creating the Banco Hipotecario de El 
Salvador. The Directorate of the newly-formed Banco 
Hipotecario de Nicaragua was recently appointed to 
operate as from the commencement of the year. 
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ITALY 


OLLOWING upon the measures concerning the 
FE declaration and surrender of privately owned 
foreign assets, there was a gradual increase in the 
gold reserve of the Bank of Italy. It is attributed 
entirely to the application of the new measure, since 
the selling pressure on the lira continued and the Bank 
of Italy had to support the exchange in the Paris market 
by selling gold to the Bank of France. Early in 
February a weak tendency developed in the lira and 
for two days the official intervention was suspended. 
Support was resumed, however, and a further deprecia- 
tion of the exchange was prevented. In addition to the 
exchange control measures passed in order to defend the 
lira, the Government has taken measures also to control 
imports. The Government is also endeavouring to 
conclude compensation nee with foreign countries 
as far as possible. 
SWITZERLAND 
We stated in the last issue of THE BANKER that the 
Banque Commerciale de Bale decided to discontinue 
the repurchase of its own shares in the open market. 
This decision was followed by a general weakness in the 
market for bank shares and this again gave rise to un- 
easiness as to the position of various banks. There were 
withdrawals of deposits from a number of secondary 
banks and one of them, the Bank in Burgdorf, had to 
apply for a moratorium, as, having lost 5,400,000 francs 
through the withdrawals of deposits, it found itself 
unable to withstand the strain. The Cantonal Bank 
of Berne is prepared to advance 50 per cent. to the 
creditors of the bank. As far as the first class banks are 
concerned, there is no justification for any uneasiness. 
Their position is now much less vulnerable than it was a 
few years ago, since they have succeeded in reducing 
their German commitments to a large extent and at the 
same time, their foreign deposits have decreased con- 
siderably. Thus, even if there should be a flight from the 
Swiss franc, the banks would be well in a position to stand 
the strain caused by the withdrawal of foreign deposits. 
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HOLLAND 


The statement of Dr. Colijn, the Dutch Prime Minister, 
in the Upper Chamber emphasising that Holland has 
complete freedom of action regarding her monetary 
policy and remarking that he does not know for certain 
whether the countries of the Gold Bloc would remain 
together has created a considerable stir. In stating that 
Holland had no alliance with the other members of the 
Gold Bloc, the Prime Minister merely confirmed what was 
generally assumed to be the case, but his statement is 
considered none the less as of great importance. While 
banking circles continue to oppose devaluation, in 
commercial, industrial and agricultural circles there is 
a strong movement afoot favouring an adjustment of the 
exchange value of the guilder to its internal value. 

SWEDEN 

An agreement has been reached between the Skandi- 
naviska Kreditakliebolaget and the Swedish Match 
Company whereby the interest on the company’s debt to 
the bank will be reduced from 6 to 4} per cent. As the 
whole debt totals about 230,000,000 kronor, the saving 
on interest will amount to 3,450,000 kronor. In return 
for this concession, the match company has agreed to 
withdraw its lawsuit against two of its former directors 
who are also directors of the bank. The realisation of 
the assets of the Swedish Match Company is making 
satisfactory progress and it is hoped that the final 
figures will be well above anticipations. 

Stockholm has resumed her role as the financial centre 
for the Scandinavian countries. A Swedish banking 
group has just arranged the issue of a 7,000,000 kronor 
4 per cent. loan for the city of Oslo for the purpose of 
redeeming the municipality’s 6 per cent. dollar loan of 
1924. The greater part of the bonds has been held in 
Scandinavia so that the transaction does not involve any 
substantial transfer of exchange. 


JUGOSLAVIA 


The new Finance Minister, Dr. Stojadinovitch has 
introduced measures for increasing the note circulation, 
cheapening credit and encouraging economic development. 
The bank rate was reduced from 6} per cent. to 5 per 
¥ 
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cent. and the legal minimum of gold cover was reduced 
from 35 to 25 percent. At the same time, arrangements 
were made for the repayment of short term credits 
obtained from France and secured on gold amounting 
to 340,000,000 French francs. A new governor of the 
National Bank was appointed by the Regency. He is 
Dr. Milan Radossavljevtitch, formerly secretary general 
of the Bourse in Belgrade and before that Minister of 
Commerce. 
BRAZIL 

The Brazilian Finance Mission, which is to hold a 
series of conversations with the Governments of creditor 
countries of Brazil, has reached London. During its 
stay in New York it was reported that it was seeking to 
obtain a loan from an American banking group. Negotia- 
tions are being carried on concerning the liquidation of 
the outstanding commercial debts owed to British 
exporters and to the effect of the Brazilian exchange 
restrictions upon British trade. There has been much dis- 
satisfaction on the British side on account of the discrimi- 
nation involved in a recent decree whereby the allotment 
of exchanges is determined by the proportion of coffee 
purchased by various countries from Brazil. The latest 
Brazilian exchange decree seemed to have, however, 
ameliorated the position to some extent. As from 
February 11, Brazilian exporters have been authorised 
to sell their exchanges to any bank, legally empowered 
to operate in exchanges. The authorised banks must 
deliver to the Bank of Brazil at the official rate 35 per 
cent. of the foreign currencies thus purchased for the 
purpose of providing the Government and the Bank of 
Brazil with the amount required for their own purposes. 
The rest will be available for the purpose of paying for 
imports. It is not clear how the old commercial debts 
and other transfers will fare under the new arrangement. 

CHINA 

The American silver purchases resulted in a currency 
and banking crisis of considerable gravity in China. As 
a result of the depletion of the country’s silver stocks, 
several Chinese note issuing banks were not in a position 
to redeem their notes in silver. There is an acute 
shortage of silver in many parts of the country. To 
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remedy this state of affairs, the Chinese Government 
is endeavouring to encourage the import of silver. 
Arrangements have been made that silver imported 
into China in future will be earmarked, and allowed to 
be re-exported after a period of six months without 
paying the exchange equalisation export duty charge. 
This will mean that in future there will be two kinds of 
silver in China, according to whether it is or is not subject 
to that charge. This new arrangement is expected to 
ease considerably the present tightness of money in the 
near future. This measure has become necessary because 
the export duty failed to stop the heavy outflow of 
silver carried out partly through smuggling. 





Books 

Our Own Times. By STEPHEN KiNG-HALL. Vol. I. 
(London, 1935: Ivor Nicholson & Watson. Price 
ros. 6d. net.) 


COMMANDER STEPHEN KING-HALL’s name is a good 
recommendation for a book on recent history. Those who 
have followed his broadcast talks and his journalistic 
works are bound to be interested in the big volume he 
has just produced. Indeed, it has all the qualities to 
which his broadcast talks and brief sketches on topical 
subjects owed their popularity. Although primarily 
concerned with political developments of the past twenty 
years there is ample material covering the financial 
history of that period. He duly appreciates the funda- 
mental importance of the suspension of the gold standard 
by Great Britain. Indeed, he considers September 21, 
1931, to be the real landmark between the nineteenth 
and twentieth centuries. There is much to be said in 
favour of this conception, especially if we assume that the 
clock will not be put back by returning to the same kind 
and same degree of laissez faire from which the world 
had to emerge following upon the shock caused by the 
depreciation of sterling. 





THE FuTURE OF MONETARY Po.ticy. A REPORT ON 
INTERNATIONAL MONETARY PROBLEMS BY A GROUP 
OF THE RoyAL INSTITUTE OF INTERNATIONAL 
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Arrairs. (London, 1935: Oxford University 
Press. Price ros. 6d. net.) 

THE present report is the final report of the Study 
Group of the Institute of International Affairs on mone- 
tary problems, which published two years ago its first 
report entitled ‘‘ Monetary Policy and the Depression.” 
It has the same failing as its predecessor, namely the 
technical difficulty of presenting an average view of a 
dozen experts without making the material appear 
extremely dull. It would have been much more satisfac- 
tory to see the differences in the views of these experts on 
the wide range of subjects covered by the volume rather 
than to be presented with a series of compromises. 


STABILISED MoNEy. By IRvING FISHER. (London, 
1935: George Allen & Unwin. Price Ios. 6d. 
net.) 

PROFESSOR IRVING FISHER who has done more than 
anybody to popularise the idea of money with stable 
purchasing power has now published a volume giving an 
historical account of the movement. He traces the 
origin of stabilised money back to Ancient Greece and 
Ancient China. He gives an account of the controversy 
on the value of money during the early nineteenth 
century. From Chapter III onwards he deals with 
modern developments in the movement and gives an 
account of its progress in various countries. Needless to 
say, the greater part of the volume deals with the situation 
in the United States. His book covers the post-war 
attempts at stabilisation and the progress of the idea 
since the crisis. While the Swedish stabilisation experi- 
ment and Australia’s experience are dealt with in some 
detail, relatively little space is devoted to the stabilising 
effect of the Exchange Equalisation Fund. 


COLLECTIVIST ECONOMIC PLANNING. STUDIES BY PRO- 
FESSORS PEARSON, MISES, HALM, BARONE AND 
Hayek. (London, 1935 : George Routledge & Sons. 
Price ros. 6d. net.) 

THIS volume is a valuable contribution to the litera- 
ture on economic planning. Although the contributors 
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to the volume have evidently preconceived conclusions on 
the subject, their criticisms are none the less valuable 
since they will doubtless stimulate thought in the opposite 
camp. 


PUBLICATIONS RECEIVED. 


MONETARY OPINIONS AND Po ticy, 1924-34. By Mary 
THERESA RANKIN. (London, 1935: P. S. King & 
Son. Price 6s. net.) 

ECONOMICS FOR COMMERCIAL STUDENTS AND BUSINESS 
Men. By ALBERT CREw, assisted by W. G. H. 
Cook. Eleventh Revived Edition. (London, 
1935: Jordan & Sons. Price 5s. net.) 

PRIVATE COMPANIES. THEIR MANAGEMENT AND STATU- 
TORY OBLIGATIONS. By HERBERT W. JORDAN and 
STANLEY BorrtE. Third Edition. (London, 
1935: Jordan & Sons. Price 5s. net.) 

THE COMMUNIST ANSWER TO THE WORLD’s NEEDS. By 
JuLius F. HECKER. (London, 1935: Chapman & 
Hall. Price 8s. 6d. net.) 


THE STAMP LAWs IN RELATION TO BANKERS. By G. H. 
FENDER. (London, 1935: Butterworth & Co. 
Price 12s. 6d. net.) 

BRANCH BANKING IN InpDIA. By C. H. DIwAnjl. 
(Madras, 1935: G. A. Natesan & Company. Price 
3 rupees net.) 

DouGLAsS FALLACIES: A CRITIQUE OF SOCIAL CREDIT. 
By Joun Lewis. (London, 1935: Chapman & 
Hall. Price 3s. 6d. net.) 
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NATIONAL PROVINCIAL BANK LIMITED 





LARGE INCREASE IN DEPOSITS 


BRITISH INDUSTRIAL PROGRESS 


MR. COLIN F. CAMPBELL’S SPEECH 


HE annual general meeting of the 
T National Provincial Bank, Limited, 

was held on Thursday, January 31, 
at Southern House, London, E.C. 

Mr. Colin F. Campbell (the chairman), in 
the course of his speech, said: From the 
accounts it will be seen that the deposits 
of the Bank show an increase of about 
£9,000,000 compared with the amount of the 
previous year, a figure rather in excess of the 
average for the period. 

In regard to advances, these show an 
increase of 41,581,077 at £113,398,472, the 
percentage of advances to deposits being 38 
compared with 38-6 for the previous year. We 
hope that this small increase in the advances 
may prove to be a turning point in the 
demand for facilities for industrial purposes. 

I referred when we last met to the satis- 
factory improvement which had taken place 
in the turnover of the country section of the 
Bankers’ Clearing House. The year 1933 
had shown an increase of 4 per cent. over 
1932; I am now glad to say that 1934 has 
shown an increase of 7-8 per cent. over 
1933, and of this improvement we have 
enjoyed our full share. It is also interesting 
to note that the returns of the Provincial 
Clearing Houses, which are a very fair indica- 
tion of trade conditions, recorded an increase 
of slightly over 4 per cent. compared with 
1933 Since prices, both wholesale and 
retail, were comparatively stable throughout 
the year, this expansion in the turnover 
indicates increased production and consump- 
tion 


IMPROVED PROFITS 

These factors have contributed to the small 
improvement which we are able to disclose in 
the profit statement and, as will be observed 
from the accounts in your hands, there is an 
increase of £40,000 in the net profits of the 
gank 

We are maintaining our dividend of 15 per 
cent., and after allocating {100,000 to pre- 
mises account and {f100,000 to pension 
fund, we are carrying forward £878,881, an 
increase of {£21,848 compared with the 
amount brought forward from 1933. 


Practical proofs of the increased activity 
of the home market, and of the growth in 
the purchasing power of consumers are 
given by the continued expansion in the 
3ankers’ Clearing returns to which I have 
already referred, and another indication 
of good business and free spending was 
presented by the remarkable expansion at 
Christmas time in the Bank of England's 
note circulation. During the period of 
active Christmas shopping the growth in 
the issue amounted to {£25,500,000, which 
was considerably larger than the figures for 
the past three years. 


PROGRESS IN HEAVY INDUSTRIES 


When we look more closely at the progress 
of several key industries we find that rapid 
steps towards recovery have been made in 
the iron and steel trades; the output of 
pig-iron for 1934 being nearly 50 per cent. 
above that of the previous year, while that 
of steel has risen more than 25 per cent. 
The production of nearly 9,000,000 tons of 
steel during 1934 has only been exceeded— 
omitting the war period—on three occasions 
in the history of the industry. 


Coal mining has fared better, but the 
exports of coal show a very small increase. 
Progress has been made in reorganisation, 
and schemes have been put into operation 
in various districts to control development 
in the common interest. We may _ hope 
that the efforts of research into the better 
utilisation of coal may meet with success, 
and bring relief and expansion to a sorely- 
tried industry. 


Farmers have experienced a reasonably 
good year. The unusually dry weather 
favoured the wheat crop, which was excep- 
tionally large. The acreage sown was greater 
than in 1933, owing to the operation of the 
Wheat Act, and the yields were better. 
Barley also showed an improvement, but 
there was little change in other crops apart 
from sugar beet, which yielded a record 
crop of 3$ million tons; this industry has 
now more than recovered from the set-back 
of 1931. 
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Reports from our branches throughout the 
country refer to the improved economic 
conditions in 1934, and reveal a measure of 
confidence concerning the prospects of further 
improvement during this year. 


OVERSEA CONDITIONS 


These evidences of recovery at home, 
and of confidence in its continuance, are 
highly encouraging, but for a country such 
as ours, with its close dependence on foreign 
trade for full industrial activity, it is essential 
to consider the outlook for the trade of our 
foreign and oversea customers. 


It is, of course, too soon to drawn any 
conclusions with regard to the effects on 
business of the new system of government in 
Germany; but those who favour govern- 
mental control of British industry through 
elaborate schemes of planning, might con- 
sider that the effort to conduct industry 
on these lines in Germany has not so far been 
attended with results which may be regarded 
with any degree of satisfaction. 


Italy, another country in which “ dictated 
economy ’’ is in the ascendant, has also been 
finding difficulty in maintaining an adequate 
balance in its trade arrangements with its 
neighbours. 


OFFICIALLY ORGANISED TRADE 

These measures are interesting as a further 
illustration of the limitations of those who 
try to organise trade by official authority, 
instead of leaving it free to follow its own 
lines of development. Dictated economy 
finds that it cannot dictate beyond the 
borders of the country in which it is set up, 
and for navigating the shifting currents of 
world trade the elasticity of private enterprise 
has so far shown itself to be the surest guide. 

It may also be mentioned that for all our 
chief dominions and for many other countries 
that have been hard hit by the fall in prices, 
the higher value of gold in sterling has been 
of substantial benefit. This was, of course 
especially the case for South Africa owing 
to the enormous output, actual and potential 
of the Rand goldfield. 


RESTRICTIONS ON FOREIGN LENDING 


Trade barriers imposed by every nation 
and the almost complete cessation of inter- 
national movements of capital inflict a condi- 
tion of paralysis upon important parts of our 
economic machinery. The history of the 
pre-war period shows clearly how closely the 
activity of our export industries was con- 
nected with the oversea movement of our 
capital; and it is too often overlooked that 
the cessation of this movement is a cause of 
depression and unemployment. Solvent 
borrowers abroad are so difficult to find in 
these times, that restrictions on foreign 
lending seem almost unnecessary ; but though 


some restrictions may be required in the 
interests of the stability of sterling, it is to 
be hoped that at least some relaxation of 
these restrictions may be permitted before 
long in the case of such suitable borrowers as 
may be forthcoming. 


As to the possibility of the restoration of 
a common international standard, we shall 
have to wait, apparently, until a change in 
price levels brings the franc and the dollar 
into harmony. At present the pound 
balanced between them, retains its power to 
move in either direction, a power that it 
would lose by stabilisation. For this reason 
it is essential that stabilisation should only 
be decided on under conditions that rule out 
all reasonable chances for regretting it. 


IMPORTANCE OF HOME MARKET 


With these uncertainties and obstacles to 
recovery abroad, there is all the more reason 
why everything possible should be done to 
stimulate the expansion, that has already 
made such good progress, of activity in the 
home market. This, surely, can be done most 
profitably by measures which will benefit our 
population and give the rising generation a 
better chance of growing up healthy and 
well-educated, sound in body and mind. 
I know you will agree with me in hoping that 
the schemes of slum clearance, already begun, 
and those for the prevention of overcrowding 
just announced, will be pressed forward with 
the greatest vigour by the local authorities, 
and we also welcome the measures adopted 
for helping the distressed areas. 

I hold the view that matters of political 
controversy should, generally speaking, be 
avoided when addressing you at these annual 
meetings, but I can say without fear of contra- 
diction that British banking is the product of 
evolution and progress based on the experi- 
ence gained in the course of some centuries 
by men whose lives have been devoted to it. 
It has not only retained unimpaired the 
confidence of our own people, but is in 
addition, the envy of the whole world. 


During the recent years of crisis, when 
banks in other countries were shaken and in 
many cases overwhelmed, the position of 
British banks was never called in question, 
and even the upheaval in 1931 left the 
system unscathed. Surely, any interference 
with a system that has proved so worthy is 
a matter for most careful consideration, and 
I doubt whether it is appreciated how great 
a shock could be given to the prosperity of 
this county by any rash experiments with 
this well-tried system. 


The report was adopted and a vote of 
thanks to the directors, general managers, 
branch managers and other officers was 
cordially passed. 

A vote of thanks to Mr. Colin Campbell for 


his able conduct in the chair concluded the 
proceedings. 



















WESTMINSTER BANK 
LIMITED 


RESTORATION OF RESERVE 
DIVIDENDS MAINTAINED 


ECONOMIC AND FINANCIAL 
SITUATION 


NATIONALISM 


ADDRESS OF THE HON. RUPERT E. 
BECKETT 


HE annual ordinary general meeting of 
T Westminster Bank Limited was held on 
Wednesday, January 30, at the Head 
Office, Lothbury, E.C. The Hon. Rupert E. 
Beckett (Chairman) presided. 

The Chairman, having referred to the changes 
that had occurred in the Directorate, said that 
no change had taken place in the ranks of 
the General Management during the period 
under review. 

Proceeding, the Chairman commented on 
the four major features of the banking year, 
a slight decline in the volume of bank de- 
posits, not arrested—apart from the usual 
seasonal movement—until the closing months 
of the year; the absence of any materially 
increased demand for advances; the heavy 
reduction in the total of bills discounted, and 
the further increase in investments. These 
features, he said, focused a strong light on 
the present financial and economic conditions. 


Having regard to the almost continuous 
rise in the prices of gilt-edged securities since 
the low level reached in 1931 in consequence 
of the financial crisis of the autumn of that 
year, the Directors had felt that the time was 
opportune to restore to the Reserve the 
£1,820,157 specially allocated in December, 
1931, to meet the depreciation existing at 
that time in the value of the Bank’s holdings 
of British Government securities, and the re- 
transfer to the Reserve of that amount was 
accordingly effected as at the 31st December 


last. 


PROFIT AND DIVIDENDS 


The Profit and Loss Account recorded an 
increase of just under {60,000 over the pre- 
vious year. The Directors had allocated 
£100,000 to the Premises Account and 
£200,000 to Officers Pension Fund, allocations 
similar to those of 1932 and 1933. After 
provision for the dividends at the same rates 
as before, viz., 18 per cent. per annum less 
tax on the partly-paid shares, and 12} per 
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cent. per annum less tax on the fully-paid 
shares, the carry-forward was £481,084, show. 
ing a slight increase of £20,588. 







THE ECONOMIC SITUATION 

The Chairman went on to say: The history 
of the past year demonstrates that, on the 
whole, the trade of this country has made a 
fair measure of progress, not altogether 
uniform, but sufficient to justify the claim 
that the worst of the depression has been put 
behind us, and recognising the real value of 
the achievements of the past year, we have 
good reason for maintaining confidence in the 
year upon which we have lately entered. The 
sound budgetary position of the country re 
mains unimpaired. Although it is not pos- 
sible at the moment to forecast with any 
degree of accuracy the final position which 
will be reached at the end of the financial 
year, the figures available suggest that the 
budget will show some surplus, though this 
may be too small to allow of further mitiga- 
tion of the burden of taxation, the alleviation 
of which in April last contributed materially 
to the restoration of confidence. . 


Statistical evidence points convincingly to 
an improvement in British industry and trade 
during the past twelve months. The con- 
tinued upward trend of the index of industrial 
production, which constitutes one of the best 
guides to the course of industry, is but one of 
many favourable features. Activity through- 
out last year, as measured by this index, was 
at levels appreciably higher than in 1933, 
which in turn had a better record than 1932. 
The downward trend in unemployment, 
which was so marked a feature of 1933, con- 
tinued at a more modest pace during the past 
twelve months. The large figures of unem- 
ployment are apt to obscure the considerable 
growth in the numbers actually in work. It 
is not generally recognised for instance that 
the average level of employment in 1934 was 
approximately the same as in 1929 and much 
higher than in any other year since the War. 


INFLUENCE OF ECONOMIC 
NATIONALISM 

Having referred to the year’s experiences 
of various branches of industry, the Chair- 
man, continuing, said: Our position must 
continue to give grave concern, while there 
still remain two million unemployed. Ameli- 
oration of their lot can come only by way of 
re-engagement in the industrial organism, 
and however optimistic one’s hopes may be 
for the further expansion of our domestic 
market, this alone will not and cannot be 
sufficient. The past year has shown how 
inadequate is increased domestic trade, 


beyond a certain point, to effect a really 
drastic reduction of the formidable total of 
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unemployed We are forced, therefore, to 
Jook to our export trade, by which the great- 
ness of our country was founded and built 
up, and by which alone can be preserved the 
structure we have reared. 


To my mind, no development of recent 
years is more to be regretted than that of 
scqnomic nationalism or self-sufficiency. 


TWO OUTSTANDING PROBLEMS 


The two outstanding needs of the present 
time are the establishment of an international 
monetary standard promising some stability, 
and a removal of the artificial barriers by 
which trade is at present obstructed. The 
two problems are interdependent, and which 
of them should claim first attention it is 
indeed hard to say. Of this I am sure tariffs 
and the like are flexible and are susceptible 
of downward revision, as has been evidenced 
in some of the trade agreements reached. 
They can be modified between country and 
country. Moreover, in large part they apply 
selectively to articles of commerce, and not 
to the whole of them The fixation of a 
country’s currency is in these respects much 
more rigid, for it is a basic factor which auto 
matically influences the whole. So far as our 
own country Is ¢ oncerned, it has to be remem- 
bered, too, that it is the leader of a group of 
nations, whose interests are intimately bound 
up with sterling, and we therefore bear an 
enhanced responsibility. The course of the 
pound sterling is of paramount and world 
wide interest Over the past year it fell 
steadily in terms of the gold franc, from 
81°35 in January to 74-98 in December, and 
present circumstances suggest that while 
there may be temporary pauses, the gradual 
downward movement is not likely yet to be 
definitely arrested. Since our internal trade 
is increasing at a faster rate than our export 
trade, the gap between visible imports and 
exports, which amounted to £258 millions in 
1933 and widened to £285 millions in 1934, 1s 
likely to expand still further. How far out 

invisible ’’ exports will go to rectify this 
position is problematical, but there may well 
prove to be a part of the gap unbridged 
Under such conditions as these, and having 
regard to the uncertainties attaching to other 
principal currencies, to attempt to stabilise 
now would appear to me to be dropping out 
currency anchor on shifting sands, only to 
have it swept away again 


A FUTILE POLICY 


\ truth to be emphasised to-day is that the 
world is an economic unit, complete and in 
divisible. Must there not come a time when 
ill nations will realise that attempts at isola 
tion and self-sufficiency are vain, serving only 
to accentuate their present difficulties and 
to prejudice the ultimate welfare of their 
peoples? Yet there are those in these islands 
who, disregarding the overwhelming evidence 
of the essential interdependence of nations, 


advocate a policy of isolation. This seems to 
me a futile aspiration for a world-wide 
empire like ours, with frontiers conterminous 
to other countries in almost every portion of 
the globe. 


It is inevitable that in times of depression 
innumerable remedies will be suggested, 
some of a far-reaching character, others 
admittedly to be regarded merely as pallia 
tives. Many of the ideas put forward are 
admirable in themselves, but what their 
protagonists do not always realise is that we 
are powerless, independently of the rest of 
the world, to win our way back to real and 
lasting prosperity. The ills from which the 
world is suffering to-day are too deep-seated 
to be susceptible of relief through local treat 
ment. There is a danger that, in a period of 
seeming recovery, we may attribute to tem- 
porary makeshift policies a virtue and 
quality of permanence which does not and 
cannot attach to them, and that the conse 
quent dissipation of effort may impair our 
strength without advancing our purpose. 


DEFENCE OF THE BANKS 

In conclusion, I wish to refer to the attacks 
that have been made and continue to be 
made upon the British banking system, a 
subject of vital importance to bank depositors 
and shareholders alike. These attacks, 
whether well or ill-informed, usually have 
their origin in a political creed which demands 
the elimination of the present proprietors and 
the placing of the banks under State control 
The change is advocated, not after any event 
or series of events which has demonstrated 
that the banks have proved unworthy of the 
trust reposed in them—far from it. I claim 
that the banks of this country have sur 
mounted the difficulties and complexities of 
recent years with enhanced prestige, and 
certainly with a record superior to that of 
any other group of banks in any country of 
the world. Is this the time, then, seriously, 
to propose that the control of the banks 
should be taken out of the hands of those who 
have proved themselves and placed under the 
direction of a State department, and the 
savings of the millions of bank depositors 
made the basis of socialistic experiment; or 
to suggest that the advantage enjoved by the 
public through the active competition between 
the banks adequately to serve their needs 
should be sacrificed under the dead hand of a 
bureaucracy ? The danger is a real one, but 
you may be assured that our first concern 
will ever be to safeguard the interests of our 
depositors and the rights of our shareholders 
In so doing, we shall also be serving the wider 
interests of the whole community, to which 
the banks of this country have made no mean 
contribution in the past. 


The Report and Accounts were unani- 
mously adopted and other formal business 
transacted 
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Some National Provincial Banks 
By Professor C. H. Reilly 


] HAVE often written with pleasure in this column 
about the banks designed by Messrs. Palmer & 

Holden for the National Provincial Bank. I have 
noted time after time the care with which these architects 
have endeavoured, by the use of local materials and 
methods of building, to make their new structures seem 
at once at home in their new surroundings. There has 
been in their work none of that vulgar advertising spirit, 
so common in new buildings to-day, which delights in 
making the new structure conspicuous at the expense of 
its neighbours. I regret very much te learn therefore 
that Mr. Palmer, the senior of the two architects, has 
died. He was a salaried architect of the bank, an official 
giving his whole time and service to that institution. He 
was, I believe, debarred by the terms of his agreement 
from all outside work. Can it be that this removal of the 
artist from the hurly-burly of private practice, with the 
keen competitive instincts it arouses, has been a main 
reason for this sensitive, this gentlemanly, though | 
dislike the term, attitude to his art? I should like to 
think that that was the case, and that we may hope that 
in the more highly organized State to whic h, whatever 
our politics we must now look forward, we shall find in 
the buildings of the official architects, who will necessarily 
and largely replace the private ones, and indeed, are already 
doing so, the same refinement and freedom from advertis- 
ing vulgarity. The recent Post Office buildings and tele- 
phone exchanges by the Office of Works architects certainly 
justify this hope. So do the new Schools of Middlesex 
County Council where a salaried architect is employed in 
contrast to those of other Authorities which, like the other 
great banks, employ one private architect after another. 
One can feel pretty confident therefore that Mr. W. F. ( 
Holden, who for so many years past has been Mr. Palmer's 
colleague in designing the National Provincial buildings, 
will continue the same excellent tradition. 

Mr. Holden, in addition to being a good designer of 
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architecture, has the heaieiin few architects possess of 
being able also to express his ideas in fine perspective 
drawings. We will begin this month by illustrating two 
of these for big buildings in the City which Messrs. 
Palmer and Holden have designed. They are the large 
new premises about to be built for the bank in Old Broad 
Street and the great block, designed in conjunction with 
Mr. G. S. Vickery, recently completed in Aldersgate 
Street. 

It has been part of the policy of this bank for sometime 
past when rebuilding a branch in some large provincial 
town to build much bigger premises than the bank can 
occupy or indeed is ever likely to occupy. Bank 
Chambers, that is to say offices over or ina bank building, 
by their position and the character of the bank itself, at 
once command, if properly designed, as high rentals as 
the town provides. If this therefore is the best way of 
developing a large provincial site it is a fortiort the way to 
develop a large City one. Mr. Holden’s perspective of his 
new Broad Street building shows a great structure eight 
stories high on a frontage, at a guess, of at least a hundred 
feet. How far the site goes back one has no means of 
judging, nor can one tell what the planning is like. All 
one can judge at this stage is the facade. This is not so 
absurd a proceeding as it “sounds for a facade in a closely 
packed street has a certain entity. It would doubtless be 
absurd to pronounce any judgment on one side of a 
free sounding building in the open country unless very 
large. 

This new building follows the City tradition of the last 
fifty years in that it contains a great range of columns. 
In this case they extend over the first two storeys so that 
the building appears to stand upon them. Although 
we know it does not do so, except when the columns 
contain hidden steel stanchions, this is probably, given 
that one must for respectability’s sake have columns in 
the City, the best place to put them. Here, anyhow, ina 
narrow street they can be best seen and admired by those 
who are not yet tired of looking at such ornamental 
features. Seen fore-shortened and consequently closely 
packed as in this drawing, they certainly make an 
effective base, like so many piles, for the massive structure 


above. One can be sure in the actual building, they will 
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hitects: the late Mr. F. C. R. Palmer and Mr. W. F. C. Holden) [By courtesy of THE Burrs 


A DRAWING BY MR. W. F. C. HOLDEN OF THE NEW PREMISES IN 
OLD BROAD STREET 
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be as elegant and well-drawn as any columns in the City. 
Above are four plain storeys and then two pedimented 
features each with pilasters and a pediment with a deep 
shadow under it, which not only hold between them very 
satisfactorily the set-back top-most storey, but make an 
interesting triangular composition with the columns 
below—an arrangement first suggested, I think, by Sir 
Edwin Lutyens. Obviously, this building is going to be a 
good strong addition to the street and to the City. The only 
criticism one has to make of its facade, given the need 
for such a facade treatment, is that it would be still more 
impressive if the plain storeys above the colonnade were 

made plainer still by the omission of the pediments above 
alternate windows at the fourth floor level. They are 
obviously there as pure ornament without any justifica- 
tion from the plan. One cannot easily imagine that each 
alternate window lights a more important room, unless one 
imagines, too, a row of alternate directors and secretaries, 
and even so the directors would, I hope, gain no pleasure 
from the advertisement in this way of their rooms on the 
exterior. 

The Aldersgate Street building is a plainer one as 
befits the neighbourhood, and I think perhaps is as a 
result a better building. There are no columns or pedi- 
ments here and very little indeed left of the classical 
paraphernalia. One sees in this, as is right, the influence - 
the modern puritanical movement. The building being 
corner one is able to rely on the composition of its masses 
for its main effect, and a very good effect it is, especially 
in the upper part where a tower emerges at the corner 
between the two main blocks. Below this the mass 
effect is a little muddled. A triangular block of building 
has been introduced in front of the tower which I suggest 
would be better away. The effect I feel would be much 
simpler and more striking if the tower were allowed 
thereby to appear for another three storeys if not right 
down to the ground. One would then see more of the 
plain flanks of the two major masses of building, which 
are very effective. As it is, however, this great block 
promises to be a good counter weight in mass to the 
nearer of the General Post Office blocks and a good foil 
in surface with its comparatively clean shaven look. 

Mr. Holden describes what he has done at the Long 
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Acre branch as “ face lifting.”” It is very apt. The ground 
floor of the building which was finished in cement and 
painted, was shabby, demanding constant attention 
which it did not receive. The inside was equally bad. 
Now the outside has received in place of the cement a facing 
of polished granite with a view to keeping it as clean as 
possible at a rather dirty corner. The main blocks are 
in black granite and the sunk grooves of the rustication 


THE LONG ACRE BRANCH 


are in white granite from Spitzbergen. Certainly it is 
smart. I suppose at a dirty spot in a town that this is 
justifiable. The new doors and windows are of iron, 
painted _ black. The interior is simple and_ good, 
maintaining, one may hazard, its original lines but 
with a new simplicity and elegance. 

Turning now to a few recent provincial examples one 
finds at Bristol an old building refronted with a handsome 
pediment over a range of four Corinthian columns standing 
on a strong arcade of boldly reticulated arches. It is 
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a good composition well-detailed in the best mid- 
eighteenth century manner, the sort of exercise a good 
student in a school of architecture is set to turn out 
before he attempts original contemporary design. That 
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THE BRISTOL BRANCH SHOWING VISTA OF THE STREET 


does not mean it is an easy thing to do as well as it is 
done here. The justification in this case was probably 
its surroundings—the street, if I remember rightly, runs 
uphill and consists of a number of individual buildings of 
strongly marked classical character in about this scale. 
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One may take it, therefore, that this new front is a case 
of good civic manners, the sort of thing the architects 
of this Bank have become noted for. The interior has 
obviously only been partially rebuilt. Though the 
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THE BRISTOL BRANCH SHOWING INTERNAL VISTA 


lighting is interesting there is still a good deal of cleaning 
up to be done. 

After the drama of the previous buildings the flat 
front of the new branch at Junction, Southampton, 
seems a little timid. It has, however, the beautifully 
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detailed ground floor of Ionic columns which one has 
begun to regard almost as the private property of the 
National Provincial Bank so often have they used it. 
One must admit, granting again the necessity of classical 
columns to a modern bank, which I do not personally for 


om 


THE JUNCTION-ABOVE-BAR BRANCH, SOUTHAMPTON 


a moment do, that one is always glad to see it. It makes 
the similar ground storeys of the other banks seem clumsy 
and illfitting. Above in this case is a plain brick 
Georgian front with a rather weak cartouche in the 
pediment. I am told this quiet demure building faces 





Correspondent Ban ks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the Westminster 
Bank to offer its characteristic services as a London 
correspondent to foreign and colonial business estab- 
lishments. Its branches form a wide network extending 
over the whole country, and the services of the entire 
system are available to clients abroad, so that with a 
minimum of formality and delay, arrangements can 
be made for the payment of Drafts, Letters of Credit, 
or Cheques, in any part of the British Isles. 

Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a marketable 
currency in which the Westminster Bank does not 
maintain current accounts, through which it can effect 
world-wide transfers of funds with the utmost dispatch. 
The Foreign Exchange Department is kept in direct 
touch with the market by means of a private telephone 
exchange of a highly modernized type, which ensures 
that no order or inquiry from abroad is held up on 
account of the congestion of business. 

Banks or merchant houses wishing to establish a 
London connexion are invited to communicate with 
the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 





THE B. INKER- 





across an open space to the great new municipal buildings 
of Mr. Berry Webber. If so, it must seem to observe 
them with a gentle wondering gaze. 

The Beeston branch, the last my space allows, is a 
plain strong brick building with three comparatively small 
windows and a door. There is a clever sus ggestion of an 
order of columns at the corner to show that Mr. Holden 
knows all about the supposed need for banks to have 


THE BEESTON BRANCH 


columns, but that in this case he wisely does not mean to 
pay too much attention to it. Instead he seems to say, 

I will give them a real bank, that is to say, a place for 
the safekeeping of things. It shall look as burglar proof 
as possible, almost like a safe.’’ It is a fine and sensible 
idea. I wish he would develop it on other sites where 
he has not to provide, as well, incongruous things like 
offices to let or a house for the manager. He might 
then discover for us a way of making small branch banks 
less like small Carnegie libraries or municipal swimming 
baths without entire ly deserting too, the classical motives 
the directors love so much. 








